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Focus

At Raindance, finding better ways to conduct
remote meetings is our business. From traditional
audio conferencing to cutting-edge web and
video conferencing, Raindance makes bringing
people together easier, more productive and less
expensive. Founded in 1997, Raindance’s mission
is to build upon emerging communication
technologies to enable individuals and compa-
nies to conduct effective and effortless remote
meetings.

The Raindance portfolio of products includes:
«Raindance Meeting Edition — Integrated audio,
web and multipoint desktop video conferencing
for small, collaborative meetings.

«Web Conferencing Pro — Full-featured, web con-
ferencing solution for one-to-many events that

require detailed pre- and post-event manage-
ment and tracking.

Reservationfess Canferencing — Intuitive audio
conferencing ready at a moment’s notice with
no reservations or operator assistance.
~Operator Assisted Conferencing - Full support
for large-scale or high-touch audio conferencing
events.

«Unlimited Conferencing — All-you-can-use toll
access to Raindance audio conferencing at one
low, fixed monthly cost.

Thousands of corporate customers currently
use Raindance services to communicate with
colleagues, vendors, customers and partners
around the world.

0
Build
In 2004, Raindance set out to change the way

small groups communicate across campus,
across town, across the country and across the
world. Traditionally, web conferencing has been
viewed as a service for large or special events
in which a large audience views and hears a
presentation given by one or two main present-
ers. However, as the market matures, users have
begun to realize the need for more intuitive
services that will allow them to communicate

- more effectively in the small, frequent business
meetings that take place each and every day.

Early adopters who were eager to maximize the
value of web conferencing in their organizations
had to force-fit event-style web conferencing
services to meet their everyday meeting needs.
The needs of a growing global workforce,
increasingly characterized by international
outsourcing, telecommuting and corporate vir-
tualization, were simply not being met, resulting
in user frustration, missed expectations and low
adoption. Enter Raindance Meeting Edition.

Using extensive primary and secondary research,
including in-depth focus group studies of actual
meeting behavior, Raindance replicated the ease
and flow of in-person meetings in a remote
meeting experience that’s as natural as sitting
around a conference room table. In March 2004,
the company launched Raindance Meeting
Edition, the industry’s first remote meeting
solution to integrate audio, web and multipoint
desktop video in a single, seamless solution.

Raindance Meeting Edition allows users to start
a remote meeting with one click and share slides
or an application with ease. Consistent with the
company’s halimark, it also delivers a completely
integrated, multimedia experience allowing
customers the convenience of a single access
number, a single bill and a single technical
support team available 24x7. Since its debut,
Raindance Meeting Edition has been well-
received by customers as well as industry critics
as best-in-class for small, impromptu meetings.

Accelerate >

The most exciting event in our 2005 plan is the
projected mid-year launch of Raindance Seminar
Edition. Complementing Raindance Meeting
Edition, which supports small workgroup collab-
oration on an ad-hoc basis, Raindance Seminar
Edition is designed to bring innovation and ease-
of-use to the large, planned event market where
one or two main presenters share content with
hundreds or even thousands of participants.

Raindance Seminar Edition incorporates state-
of-the-art technology and, most importantly,
exemplifies our next-generation product

mission of providing intuitive and simple-to-use
meeting tools. Building upon our scalable and
reliable SwitchTower multimedia conferencing
platform and incorporating the already compel-
ling meeting experience of Raindance Meeting
Edition, including integrated desktop video,
Raindance Seminar Edition adds the features
and functionality required for seminar events
such as polling, Q&A and record and playback.
Raindance Seminar Edition is expected to be
differentiated from our competitors’ offerings
and allow Raindance to further solidify our
significant presence in the seminar market.

Ralndance Meeting tdition stii:
blows us away witn its ability
to make us f&ﬂ like we are in a
face-to-face meeting...Rzindance
Meeting Edition g@[rc vides ene of
tihe most compell'ng online
meeting experiences.

- Raindance Meeting Edition Review,
Patricia Seybo d Group
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PARTI
Unless the context requires otherwise, references in this report to “Raindance,” the “Company,” “we,” “us,”
and “our” refer to Raindance Communications, Inc.

This Report on Form 10-K contains forward-looking statements within the meaning of Section 274 of the
Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended, including
without limitation, statements regarding our strategies, future financial performance, and future operations that
involve risks and uncertainties. These forward-looking statements include, but are not limited to, statements
regarding the extent and timing of future revenues and expenses and customer demand, statements regarding the
deployment of our products, and statements regarding reliance on third parties. In some cases, these statements
may be identified by terminology such as “may,” “will,” “should,” “believes,” “anticipates,” “expects,” “plans,’
“intends,” “estimates,” “predicts,” “potential” and words of similar import. Our actual results may differ
significantly from the results discussed in the forward-looking statements. Factors that might cause such a difference
include, but are not limited to; those discussed in this section and in the sections entitled “Management’s Discussion
and Analysis of Financial Condition and Results of Operations” and “Risk Factors that May Affect Our Operating
Results and The Market Price of Our Common Stock.” All forward-looking statements included in this Report are
based on information available to us as of the date hereof and we undertake no obligation to revise any forward-
looking statements in order to reflect any subsequent events or circumstances. Readers ave urged to carefully review
and consider the various disclosures made in this report and in our other reports filed with the Securities and
Exchange Commission (“SEC”) that attempt to advise interested parties of certain risks and factors that may affect our
business.
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ITEM 1. BUSINESS
Overview

We provide remote communication services for everyday business meetings and events. Virtually all of our
communication services are based on proprietary architecture that integrates traditional telephony technology with
real-time interactive web tools. Our continuum of interactive services includes Raindance Meeting Edition,
Reservationless Conferencing, Web Conferencing Pro, Operator-Assisted Conferencing and Unlimited
Conferencing. Raindance Meeting Edition, which was released in March 2004, is our next-generation communication
service that integrates audio, web and muiti-point desktop video technology into one multi-media conferencing solution
to support small ad-hoc workgroup meetings. Reservationless Conferencing provides for automated reservationless
audio conferencing with simple web controls and presentation tools. Web Conferencing Pro allows users to integrate
reservationless automated audio conferencing with advanced web interactive tools over the web such as application
sharing, web touring and online whiteboarding to support large seminar events. Operator-Assisted Conferencing
provides customers with operator assistance during high profile conferencing events and additional services such as
call taping, digital replay and transcription, which we often bundle with our Web Conferencing Pro service.
Unlimited Conferencing offers unlimited local toll access to our reservationless conferencing service for a fixed
monthly rate. We sell these services to businesses in various markets as well as to resellers of conferencing and
communications services, through our direct and indirect sales channels. Our business model is largely usage-based,
which generally means that our customers only pay for the services that they use. We also offer our customers
monthly subscription rates based on a fixed number of concurrent users. In addition, through our distribution
partners, we may also offer our services on a software license basis. We operate as a single business segment.

We were incorporated in Delaware in April 1997. We first recorded revenue in 1998 and, excluding the
fiscal year 2003, have incurred net losses every year since inception. Our principal executive offices are located at
1157 Century Drive, Louisville, Colorado 80027.

Remote Meeting Solutions
QOur integrated audio, web and video conferencing services support various types of meetings from a

simple, on-the-fly audio conference to company-wide online training initiatives. These flexible service offerings
enable businesses to choose the right solution to meet their specific needs.




Our remote communication services offer the following benefits:

o Integrated Audio, Web and Video Functions. For everyday conference calls, meeting moderators can use
their personal ID to begin a phone conference at anytime without a reservation or an operator. To add
another layer of interaction and group collaboration, moderators use the same ID to begin a web
conference with interactive features to share rich visual content and encourage higher levels of
participation. We provide customers simple and convenient remote communications solutions and with the
release of Raindance Meeting Edition, we provide our customers access to audio, web and video
conferencing with one telephone access number, one user ID, one technical support team and one billing
solution.

e  Reliability and Security. We designed our facilities and infrastructure to provide the scalability and
reliability required to meet the critical communication needs of our customers. We incorporate
telecommunications-grade reliability standards into our communication technologies and design our
infrastructure to accommodate more participants and usage than we expect. We monitor servers in our data
center with redundant network connections. In addition to offering our services in a secure socket layer, or
SSL, environment with 128-bit encryption, we provide a robust firewall configuration that offers layered
protection for customer data. Meeting moderators have the ability to further ensure and monitor the
security of their meetings using several layers of security, including PIN codes, audio tones that signal
when a participant enters or exits, conference lock to prevent additional participants from joining a
conference, a participant count feature and unigue security codes created by the meeting moderator.

e  Flexible Pricing. Depending on the customer’s communication needs and selected remote meeting
solution, we offer a variety of pricing models to accommodate estimated service usage as well as the
customer’s preferred method of payment. A large portion of our services are usage-based, which generally
means that our customers pay on a per-minute, per-participant basis. In addition, we also offer our
customers monthly subscription rates based on a fixed number of concurrent users. For our distribution
partners, we may provide our services through software licenses.

We offer several levels of service depending on the customer’s needs. All of our services can be used
together or separately to create the ideal remote meeting solution for each customer.

Our services include the following:

Raindance Meeting Edition. In the first quarter of 2004, our next-generation service, which we call
Raindance Meeting Edition, became generally available to the public. Built on multimedia architecture, that we call
the SwitchTower network, Raindance Meeting Edition intuitively integrates audio, web and video technologies into
one seamless solution. Raindance Meeting Edition includes innovative features that drive the complexity out of
planning, accessing and managing everyday remote meetings. In addition to easy-to-use multi-point video, browser
and application sharing features, Raindance Meeting Edition unites directly with users’ desktops and provides
seamless Outlook integration. Meeting moderators can use our unique ‘call-me’ feature to dial themselves into the
conference with no access numbers to remember and invite participants using a one-click link. To engage
participants in a fully collaborative experience as if everyone were in the same room, meeting moderators can allow
participants to easily share documents and information in a virtual public workspace, control participants’
interactivity with customized settings and manage a roster of participants engaged in the audio, web and video
portions of the meeting.

Reservationless Conferencing. Our Reservationless Conferencing combines the reliability and universal
availability of traditional audio conferencing services with basic web presentations and controls. Using their
dedicated toll-free number and unique conference ID and PIN, meeting moderators can begin a conference at any
time with up to 125 participants from the phone or the web, without prior reservations or operator assistance. By
leveraging our basic web presentation tools and controls, moderators also have the ability to share a visual
presentation, extend the reach of their conference by streaming audio and synchronized slide presentations over the
web and leverage a suite of conference controls.

Web Conferencing Pro. Qur Web Conferencing Pro service, available in either Meeting or Seminar version,
is a feature-rich web conferencing tool that allows sales, marketing and training professionals to conduct meetings
and events online with both internal and external participants. Web Conferencing Pro requires no downloads or




plug-ins for meeting participants, allows customers to customize the interface with their company’s colors and logo
and offers a single, integrated interface enabling meeting moderators to control both the phone and web functions.

Web Meeting. Using the Meeting version of our Web Conferencing Pro service, Meeting
moderators can choose to share a variety of visuals online including collectively viewing and editing
desktop applications, displaying slide presentations, conceptualizing on a shared whiteboard and leading a
web tour. In addition, moderators can take advantage of features that keep participants engaged and
encourage interactivity, such as annotation tools, text chat and polling.

Web Seminar. Our Web Conferencing Pro Seminar version builds upon the features of the
Meeting version with added automated management tools to manage large or recurring online events. Web
Seminar allows event organizers, such as training or HR managers, to post meeting schedules, manage
participant registration and set automatic email reminders prior to the event. In addition, Web Seminar
includes additional features to manage interaction with large groups, such as our online Q&A feature.

Operator-Assisted Conferencing. Our Operator-Assisted Conferencing service provides a higher level of
personalized operator support as well as unique features for high-profile conferences and events that need special
attention. This service allows meeting moderators to contact an operator to schedule a conference call, select the
appropriate features for their event and provide event management support. Operator-Assisted Conferencing
provides features such as an operator-led question and answer session with meeting participants, call taping for later
replay and fax services enabling moderators to distribute additional printed materials before or after the conference.
Operator-Assisted Conferencing can be used in conjunction with Web Conferencing Pro Meeting or Seminar to
support events with up to 2,500 participants.

Unlimited Conferencing. Raindance’s Unlimited Conferencing service provides small and medium-sized
businesses a convenient way to conduct audio and web conferences with a predictable, low price. Our fully
automated, flat-rate conferencing service allows meeting moderators to use their unique conference ID and PIN to
conference as often as they choose, all billed at one fixed cost. With Unlimited Conferencing, moderators and
participants dial into the conference using their dedicated local exchange toll call number. Similar to Raindance
Reservationless Conferencing, Unlimited Conferencing requires no reservations to initiate a conference with as
many participants as the moderator’s account allows. Unlimited Conferencing also includes phone and web
commands to control the conference and integrated web functions to share a presentation, conduct Q&A and view
online reports.

Future Service Offerings

We intend to leverage the infrastructure, technologies, and proprietary systems of our next-generation
network and services to facilitate the deployment of service enhancements and additional business communication
solutions. For example, in mid-2005 we expect to release Raindance Seminar Edition, our next-generation seminar
service designed to support large multi-media events.

Customers

We have a diverse base of customers across numerous vertical markets, such as computer software,
business services, manufacturing and financial services. As of December 31, 2004, we had 4,087 revenue generating
customers. In 2004, direct customers accounted for 81% of our revenue. In addition, we partner with resellers, such
as conferencing and communications providers, to leverage their large and established customer bases. Some of our
distribution partners also use our services internally. In 2004, we generated 19% of our revenue from these
relationships. No single customer accounted for greater than 10% of total 2004 revenue. Our five largest customers
represented $17.5 million or 23.3% of our total 2004 revenue and $17.7 million or 25.2% of our total 2003 revenue.
Our ten largest customers represented $22.1 million or 29.3% of our total 2004 revenue and $22.5 million or 31.9%
of our total 2003 revenue. This indicates a diminishing financial concentration in our five and ten largest customers;
however, a loss of any one of these customers would still negatively impact our financial results.

Our results typically fluctuate based on seasonal sales patterns. Qur operating results have shown decreases in
our usage-based services around certain holiday periods, such as during the spring, summer, Thanksgiving, December
and New Year holidays. We expect that our revenue during these seasons will not grow at the same rates as compared
to other periods of the year because of decreased use of our services by business customers.




Technology

We have invested substantial human and capital resources to develop proprietary systems and applications
that integrate disparate telephony and Internet communication technologies. Our layered approach to building
applications allows us to effectively leverage our existing infrastructure, technologies and proprietary systems to
accommodate changes in the marketplace. We believe this gives us a competitive advantage by allowing us to
quickly and reliably develop new services and enhance our existing services based on evolving market needs. We
believe that our technological resources give us the following benefits:

o the ability to identify new, and enhance existing, web conferencing services;

e the ability to build integrated applications by combining traditional telephony, voice over Internet protocol
(VoIP) and Internet communication technologies; and

s the ability to build a reliable and scalable communication infrastructure.
The technologies that support our business fall into four areas described below:

Data Infrastructure. Our data infrastructure provides Internet connectivity between our end customers and
our automated services. We run a multi-home network infrastructure and operate our own private networks between
our on-premises data center and leased data centers. Our entire data infrastructure is redundant with network cores
consisting of some of the industry’s most advanced gigabit technology. All data circuits are delivered over multiple
local loop providers and travel to our data facilities over disparate paths. Critical choke-points in our data
architecture are load balanced. With the architecture design we currently have in place, we have maintained
constant service availability at the data layer for our customers’ connectivity. Currently we provide over 450 Mbits
of data layer connectivity to our customers over three separate Internet backbones.

Voice Infrastructure. Our voice infrastructure provides the telephony connectivity to our customers that is
required for the audio conferencing aspects of our services. QOur voice infrastructure consists mainly of dynamically
routed SS7 call processing systems that integrate closely with our network providers. These logical layer
connections are made over diverse local loop fiber routes and connect to geographically disparate switching fabrics.
Currently we have over 500 T1 voice circuits in production from two service providers. We have developed
proprietary schemes and methodologies to provide higher uptime statistics than systems utilizing single network
architectures.

Application Infrastructure.  Our application infrastructure is developed in-house and represents a
substantial portion of our intellectual property and a considerable competitive advantage. Qur ability to offer our
customers integrated audio and web functionality is a hallmark of our proprietary layering methodology. This
functionality provides us an advantage over competitors with less integrated offerings. Cur application
infrastructure is largely Java based and is highly redundant and scalable.

Business Infrastructure. We operate a largely custom and proprietary business infrastructure layer that
consists of custom real-time billing and rating engines. These functions enable us to provide our customers with
critical business information and tools. Our architecture is designed to allow us to use information from each of the
other infrastructure layers described above, and as a result, we can provide current billing information for virtually
any type of communication action that is enabled by our platform. The business infrastructure layer uses Oracle 91
for all storage and runs on multiple redundant and host standby servers. Our business layer also allows us to adapt
to changing requirements as next generation services mature.

Research and Development

Our research and development efforts are currently focused on leveraging the infrastructure, technologies,
and proprietary systems of our next-generation network and services to facilitate the rapid deployment of service
enhancements and additional business communication solutions to meet the changing needs of our diverse customer
base. We believe our success will depend, in part, on our ability to develop and introduce new services and
enhancements. We expensed, exclusive of stock-based compensation, approximately $10.5 million, $8.3 million and
$7.6 million related to research and development activities in the years ended December 31, 2004, 2003 and 2002,




respectively. As of March 1, 2005, we had a total of 68 full-time engineers and developers engaged in research and
development activities. We intend to devote substantial resources to research and development for the next several
years.

Sales and Marketing

Sales. We currently sell our services through a direct sales force and indirect sales channels. As of
March 1, 2005, we had 123 full-time employees engaged in sales and marketing. Our direct sales force targets our
services primarily to large and medium-sized corporations with a proven need for business communication services
in diverse vertical markets, such as computer software, business services, manufacturing and financial services. We
also have an account management team that is responsible for developing our relationships and expanding
opportunities within our existing customers. Our indirect sales initiatives allow us to extend our reach to businesses
of all sizes by developing alternative distribution channels. The efforts of our indirect sales group focus on
partnering with resellers, such as conferencing and communications providers, to leverage their customer bases and
distribution channels. We private label or co-brand our services for these partners depending on their requirements.
We also partner with agents to expand the size and reach of our direct sales efforts. A significant percentage of our
sales force compensation is commission based.

Marketing. We primarily focus our marketing efforts on direct marketing programs aimed at our target
customers. We seek to generate qualified leads for our sales team, educate and retain existing customers, generate

brand awareness through proactive public relations and drive service enhancements using research and customer
feedback.

Customer Service

We offer customer support and operator assistance 24 hours a day, seven days a week, free of charge, to
our customers. Technical and customer support is available through a toll-free telephone number and email request
system. In addition, our users can request operator help during a conference directly from their computer or on their
telephone. We also offer substantial self-serve information databases in the form of frequently asked questions, and
user and quick reference guides hosted on our web site. As of March 1, 2005, we employed 27 full-time technical
and customer support representatives to respond to customer requests for support.

The vast majority of our requests for customer support are based on general product functionality and basic
technical assistance, such as browser setting adjustments. The majority of our customer inquiries can be addressed
during an operations technician’s initial contact with the customer. If the issue cannot be resolved immediately, it is
escalated to our Level II support team. If further help is required the issue is transferred to our Level III support
team. Once the issue is identified and a timeline for a resolution is determined, the associated operations account
manager will contact the customer with the resolution plan. Additionally, all customer incidents are tracked within
our database for future reference and technical pattern analysis.

Competition

The market for web conferencing services is relatively new, rapidly evolving and intensely competitive.
Competition in our market will continue to intensify and competitors are investing significant resources to develop,
market and sell competitive services. As a result, we have experienced in the past and may continue to experience
further price reductions, reduced sales, revenue and margins, and reduced acceptance of our services.

We believe that the primary competitive factors in the web conferencing services market include:

e  pricing;
o ease of use of services and breadth of features;
¢  brand identity;

e quality and reliability of communication services;

o  compatibility with new and existing communication formats;




s access to and penetration of distribution channels necessary to achieve broad distribution;
e  ability to protect intellectual property;
e quality of customer service;
e  ability to develop and support secure formats for communication delivery;
e scalability of communication services; and
e challenges caused by bandwidth constraints and other limitations of the Internet infrastructure.
Our failure to adequately address any of the above factors could harm our competitive position.

As an integrated provider of web and audio conferencing services, we compete with stand-alone providers of
web conferencing and traditional teleconferencing services. In the web conferencing services market our principle
competitors include Centra Software, Cisco Systems, Genesys, IBM, Macromedia, Microsoft and WebEx. Our
principal competitors in the teleconferencing market include AT&T, Global Crossing, MCI, Premiere Global Services
(formerly PTEK), Sprint and West Corporation. Some of our competitors have entered or expanded their positions in
the conferencing services market by acquiring competitors of ours. For example, Microsoft acquired Placeware, Cisco
Systems acquired Latitude Communications, and West Corporation acquired Intercall. In addition, some large software
companies, such as Oracle, IBM, Citrix and Macromedia, are also providing web conferencing products in addition to
their software offerings. These large companies have expended significantly greater resources developing, enhancing,
marketing and selling conferencing services and/or software that directly compete with our offerings, and because these
companies can leverage widespread use of their products and services by existing customers to capture market share in
the conferencing market, our market share as well as our revenue may significantly decline. In addition, Oracle, which
was a large customer of ours, significantly reduced its use of our services as it completed the transition to an internal
conferencing system in the third quarter of 2004.

Other competitors or potential competitors may enter or expand their positions in the web conferencing
services market by acquiring one of our competitors, by forming strategic alliances with these competitors or by
developing an integrated offering of services. We also compete with resellers of web and audio conferencing
services. Additionally, there are a number of private companies that have entered or may enter the web conferencing
services market.

Many of our current and potential competitors have larger and more established customer bases, longer
operating histories, greater name recognition, broader service offerings, more employees and significantly greater
financial, technical, marketing, public relations and distribution resources than we do. As a result, these competitors
may be able to spread costs across diversified lines of business, and therefore, adopt aggressive strategies, such as
reduced pricing structures and large-scale marketing campaigns, that reduce our ability to compete effectively.
Telecommunication providers, for example, enjoy lower telephony costs as a result of their ownership of the
underlying telecommunication network. Many more companies have entered and will continue to enter this market and
invest significant resources to develop conferencing services that compete with ours. These current and future
competitors may also offer or develop products or services that perform better than ours and as a result capture market
share that may reduce our share as well as our revenue.

Intellectual Property

The success of our business is substantially dependent on the proprietary systems that we have developed.
Currently, we have five issued patents in the United States. These patents cover functionality related to our Web
Conferencing Pro service. We also have thirteen pending patent applications in the United States covering aspects of
our existing and next-generation services and infrastructure. We may file more patent applications in the future.
There is no assurance that our current and future patent applications will result in any patents being issued. If they
are issued, any patent claims allowed may not be sufficient to protect our technology. In addition, any current or
future patents may be challenged, invalidated or circumvented and any right granted thereunder may not provide
meaningful protection to us. The failure of any patent to provide protection for our technology would make it easier




for other companies or individuals to develop and market similar systems and services without infringing upon any
of our intellectual property rights.

In addition, we have been sued for patent infringement in the past and may be subject to additional claims
alleging patent and intellectual property infringement in the future. As the number of competitors in our market grows,
there is an increased risk that the proprietary systems and software upon which our services rely may be increasingly
subject to third-party infringement claims. From time to time, we have received notices alleging that we infringe
issued third-party patents or other intellectual property rights. When this happens, we evaluate the allegations based
on an investigation of the intellectual property asserted against our services. In addition, we evaluate our ability to
allege counterclaims. We may also evaluate settlement opportunities, including licensing or cross-licensing
arrangements that may include royalty provisions or distribution restrictions, neither of which may be advantageous
for our business. In some cases, these matters result in litigation, which is expensive, time-consuming and could
divert management’s attention and resources. Claims of this nature could require us to spend significant amounts of
time and money to defend ourselves, regardless of their merit. If any of these claims were to prevail, we could be
forced to pay damages, comply with injunctions, or halt or delay distribution of our services while we reengineer them
or seek licenses for necessary intellectual property, which might not be available on commercially reasonable terms or
at all.

We also rely on a combination of trademarks, service marks, trade secrets, copyrights, confidentiality
agreements with our employees and third parties, and protective contractual provisions. Qur protection efforts may
prove to be unsuccessful and unauthorized parties may copy or infringe upon aspects of our technology, services or
other intellectual property rights. In addition, these parties may develop similar technology independently. Existing
trade secret, copyright and trademark laws offer only limited protection and may not be available in every country in
which we intend to offer our services. Policing unauthorized use of our proprietary information is difficult.

Each trademark, trade name or service mark appearing in this report belongs to its holder. Raindance,
Raindance Communications, SwitchTower, OpenGo and our logo are trademarks or registered trademarks owned by
us; all other company and product names herein may be trademarks of their respective owners.

Empiloyees

As of March 1, 2005, we employed 248 full-time people. The employees included 30 in general and
administrative functions, 27 in customer service, 123 in sales and marketing and 68 in research and development.
Our future success depends in part on our ability to attract, retain and motivate highly qualified technical and
management personnel. Qur employees are not represented by a labor union or covered by any collective bargaining
agreements. We consider our employee relations to be good.

Available Information

You may read and copy materials that we file with the SEC at the SEC’s Public Reference Room at 450
Fifth Street NW, Washington, DC 20549. You may also obtain information on the operation of the Public
Reference Room by calling the SEC at 1-800-SEC-0330. The SEC maintains an Internet site that contains reports,
proxy and information statements, and other information regarding issuers that, like us, file electronically with the
SEC. The SEC’s Internet site can be found at “http://www.sec.gov.” Our reports are available free of charge through
our website as soon as reasonably practicable after we file them with, or furnish them to, the SEC. Our website
address is www.raindance.com. Once at www.raindance.com, go to Investor Center/SEC Filings and Financials.
QOur internet website and the information contained therein or connected thereto are not intended to be incorporated
into this Annual Report on Form 10-K.




ITEM 2. PROPERTIES

Our principal executive office is located in Louisville, Colorado where we lease two facilities, which
combined, approximate 43,500 square feet. One of the buildings, representing approximately 36,500 square feet, is
partially owned by Paul Berberian, our chairman of the board and former chief executive officer and president. This
lease commenced in October 1999 and has a term of ten years. Pursuant to this lease, we pay rent of $60,848 per
month subject to an annual adjustment for inflation based on the consumer price index. We also pay the operating
expenses related to this building, which are currently $17,326 per month and vary on an annual basis. In connection
with the acquisition of Interact Conferencing, LLC, we also assumed a facility lease obligation associated with a
building that is partially owned by the former president and chief executive officer of InterAct Conferencing who
became an officer of the Company upon the completion of the acquisition in 2002 and whose employment with us
terminated in June 2004, This facility is located in Roswell, Georgia and approximates 12,000 square feet. The
lease obligation commenced in May 2002 and has a term of five years. Pursuant to this lease we pay rent of $12,250
per month and also pay operating expenses of approximately $2,570 per month, which vary on an annual basis.
Based on an independent review of both of these properties and the related lease terms, we believe our lease
obligations are fair and reasonable. Additionally, the Company leases office space for current or former satellite
sales offices that are typically less than 3,000 square feet in six other states. We currently utilize one of these
satellite facilities in California for a sales office and sublease the others to third parties. At December 31, 2004, the
Company occupied three offices in Colorado, one in California and one in Georgia. We believe that these existing
facilities are adequate to meet current foreseeable requirements or that suitable additional or substitute space will be
available on commercially reasonable terms.

ITEM 3. LEGAL PROCEEDINGS

On May 17, 2004, a complaint was filed against us by iTalk, LLC in the District Court of Boulder County,
Colorado alleging breach of contract and unjust enrichment, seeking damages and injunctive relief regarding an
expired covenant not to compete in a license agreement entered into in March 1999. On June 30, 2004, we filed a
motion to dismiss the claims for failure to state a claim upon which relief can be granted. On July 29, 2004, iTalk
filed a response, opposing such motion. On August 24, 2004, Raindance filed a reply in support of our motion to
dismiss. On September 24, 2004, the court denied the motion to dismiss. On October 4, 2004, Raindance answered
iTalk’s complaint. On December 10, 2004 the Court set a five day jury trial commencing August 29, 2005.
Raindance disputes plaintiff’s claims and intends to defend against them vigorously.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of security holders during the fourth quarter of 2004,




PART II

ITEMS. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Market Information and Holders

Our common stock commenced trading under the trading symbol RNDC on The Nasdaq National Market
on May 17, 2001. Prior to that, our common stock traded on The Nasdaq National Market under the trading symbol
EVOK, which commenced with our listing on July 25, 2000. The price for our common stock as of the close of
business on March 1, 2005 was $2.36 per share. As of March 1, 2005, we had approximately 236 stockholders of
record.

The following table sets forth the high and low sales prices per share of our common stock as of the market
close for the periods indicated:

High Low
2004:
FIESE QUATTET ....oeeieieee ettt ettt et a e e e et eaeestoas ekt be et e e s bata b st ee b et ee b esn b st st et e emeen b aseataasseeens $3.51  $2.51
SECONA QUALET .....evveviireiiteeiete ettt sttt st te st et st es et saa b easeasse st e es e et e s e b b seessebessebensasesnens $2.84 $1.92
TRIED QUETTET .......vevveveieeieteeee ettt ettt eete et ettt et e e eb et eae et eabeteeneaseess et eae et emsenesessaesas et etensasssnens $2.01 $1.27
FOUIth QUATTET ....cueieietiictiie ettt ettt sttt et e e be sttt b s s e s s ns s s st se s b ebesbensesasnnre e $2.40 $1.49
2003:
FIESE QUATTET ..ottt ettt e et et eb s eve e e et e e re b e b e b s s et e aeessesbenab et st e e e et s nreansasbeseanns $3.55 §1.30
SECONA QUATTET .....cviietiritiiictiet ettt ettt et et et eb e st etes b e et et e ssetaebes s et eaeabeseebesseta bt et esseteseetsssesaebe e ebenns $3.01 $1.80
THITA QUATLET .......veveee et ce et et et ettt ee et e s e s et a v e ets st e seeteerestensesassesseanetsenssarsessannaneereenesesertians $3.19 $2.18
FOUItH QUATITET ...ttt ettt sttt b et es b b et seas s s b sbebssbensasnssere s $324 $2.18

Dividends

We have never paid any cash dividends on our common stock. We intend to retain earnings, if any, for use
in our business and do not anticipate paying any cash dividends on our common stock in the foreseeable future. On
October 9, 2001, we entered into a loan and security agreement with a bank, pursuant to which we were prohibited
from paying any dividends without the bank’s prior written consent. In April 2004, this agreement was terminated
and a new loan and security agreement with a different bank was entered into, which continues to prohibit us from
paying any dividends without prior written consent from the bank.

Securities Authorized for Issuance Under Equity Compensation Plans

The information required by this Item 201(d) of Regulation S-K regarding securities authorized for
issuance under equity compensation plans is incorporated by reference in our definitive Proxy Statement to be filed
in connection with the Annual Meeting of Stockholders to be held on May 5, 2005.

Recent Sales of Unregistered Securities

We did not sell any equity securities during the year ended December 31, 2004 that were not registered
under the Securities Act of 1933, as amended.

Stock Repurchase Program

On August 31, 2004 our board of directors approved the repurchase of up to $5,000,000 of our common
stock over twelve months, unless modified by our board, which we announced in a press release on September g,
2004. These repurchases may be made from time to time in open market purchases at prevailing market prices, in
negotiated transactions off the market, or pursuant to a 10b5-1 plan. We did not repurchase any shares of our
common stock during the quarter ended December 31, 2004.
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ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA

The following selected historical consolidated financial data should be read in conjunction with our
consolidated financial statements and the notes to such statements and “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” included elsewhere in this Annual Report on Form 10-K. The
consolidated statement of operations data for each of the years in the three year period ended December 31, 2004,
and the balance sheet data at December 31, 2004 and 2003 are derived from our financial statements, which have
been audited by KPMG LLP, an independent registered public accounting firm, and are included elsewhere in this
filing. The statement of operations data for the years ended December 31, 2001 and 2000 and the balance sheet data
at December 31, 2002, 2001 and 2000 are derived from our audited financial statements, which have been audited
by KPMG LLP, and are not included in this filing. We acquired Contigo Software, Inc. in June 2000 in a transaction
accounted for as a purchase. The consolidated statement of operations data for each of the five years ended
December 31, 2004 and the consolidated balance sheet data as of December 31, 2004, 2003, 2002, 2001 and 2000
include the results of operations of Contigo subsequent to June 16, 2000 and the financial position of Contigo as of
such date, respectively. We acquired substantially all of the assets of InterAct Conferencing, LLC in April 2002 in a
transaction accounted for as a purchase. The consolidated statement of operations data for each of the three years
ended December 31, 2004 and the consolidated balance sheet data as of December 31, 2004, 2003 and 2002 include
the results of operations of InterAct subsequent to April 30, 2002 and the financial position of InterAct as of such
date, respectively. Historical results are not indicative of the results to be expected in the future.

In 2002, Statement of Financial Accounting Standards No. 142 (SFAS 142), “Goodwill and Other
Intangible Assets” became effective and as a result, amortization of goodwill ceased upon adoption of the Statement
on January 1, 2002. Amortization expense related to goodwill would have been $12.2 million in 2003 and $26.5
million in 2002 at the prior amortization rate. In lieu of amortization, we were required to perform an initial
impairment review of our goodwill in 2002 and are required to perform at least an annual impairment review
thereafter.

Years Ended December 31,

200 2003 2002 2001 2000
(in thousands, except per share data)

Statement of Operations Data;

Revenue:
SEIVICE. ..ottt s $ 75269 § 66,611 $ 60,651 § 39410 § 18,022
SOFtWATE ..ot s — 4.000 — — —
Total REVENUE ........eviieeeiiiicieriieeeeer et 75.269 70,611 60,651 39.410 18.022
Cost of Revenue:
SEIVICE. ..ottt s 34,029 28,506 26,635 22,457 16,144
SOFTWALE ..ot — — — — —
Total Cost of Revenue..........cccoovevvveeeioiiiiire e 34,029 28.506 26,635 22457 16,144
GroSS PIOTIt c.coviviieirieicieccrre e 41.240 42.105 34,016 16.953 1,878
Operating expenses:
Sales and Marketing ............ccveeveeenenvviveneeeneneeiainens 24,044 19,687 18,508 20,362 53,169
Research and development.........c.cccccorrminiincinniinnnen. 10,466 8,289 7,599 5,704 8,011
General and administrative........c.coeevevcecvivieiviniir e, 8,038 7,202 7,515 7,397 8,441
Amortization of goodwill...........ccocecviiniiiinniniiinne, — — — 26,506 14,534
Stock-based compensation expense ........c..coveeeneiinnn, 2,211 2,814 3,028 2,834 8,383
Asset impairment charges .........cccocooveeecviviiicininr e, — — 138 4,576 —
Restructuring charges, contract termination
expenses, severance and litigation expenses ............. — 596 584 1,696 11,133
Total operating Xpenses........covvvvvereneivrceinirnenennenne. 44.759 38,588 37372 69.075 103.671
Income (loss) from operations............ccceveeenveerererene, (3,519) 3,517 (3,356) (52,122)  (101,793)
Interest INCOME, NEL......coccviieeieieeeee ettt 330 101 128 887 3,247
Other income (EXPense), Net......ccvvvvvrirrreriueeirreeesiresineerineanns (136) (71) (126) (1.488) (207)
Net income (10S8) c.vevverrereniiiireinininee et (3,325) 3,547 (3,354) (52,723) (98,753)

Preferred stock dividends and accretion of preferred stock
to redemption VaUE.........cconiiuiimmniiiinr e — — — 1,725
Net income (loss) attributable to common stockholders ....... S (3325) $§ 3547 § (3.354) §$ (52,723) $(100.478)
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Years Ended December 31,

2004 2003 2002 2001 2000
(in thousands, except per share data)
Statement of Operations Data:
Net income (loss) per share:
Basic $  (0.06) 3 007 $ (07 § (d.12) § (469
Diluted §  (0.06) § 006 § _(007) § (1.12) § (469
Weighted average number of common shares outstanding:
Basic 53,937 52,672 50,502 47,280 21,443
Diluted 53,937 54,774 50,502 47,280 21,443
Cash dividends declared — — — — —
As of December 31,
2004 2003 2002 2001 2000
(in thousands)
Balance Sheet Data:
Cash and cash equivalents..........cc.ocoooe i, $10,458 $39,607 $ 31,699 $ 34,222 $43.311
Short-term INVESTMENTS....vvviviririirreeeieeeieiireieecernraeee e, 32,935 — — — —
Working capital ........ocooceierinenieiennie e, 44,246 37,179 31,622 31,567 38,871
TOtAl BSSELS ..oviivviiieiirierirre s eree e, 118,725 122,557 113,005 110,252 158,824
Long-term debt, less current portion ...........cccceeeecenenns, _— 1,227 2,026 3,064 810
Restructuring reserve, less current portion ................... — 187 518 914 2,952
Total stockholders’ equity .....cccoocvvvrenrenieinenneicenn, 108,006 107,922 100,323 94,768 141,710
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

This Annual Report on Form 10-K contains forward-looking statements, including without limitation,
statements containing the words “believes,” “anticipates,” “expects,” and words of similar import and statements
regarding our strategy, financial performance, and our operations that involve risks and uncertainties. Our actual
results may differ significantly from the results discussed in the forward-looking statements. Factors that might
cause such a difference include, but are not limited to, those discussed in the subsection entitled “Risk Factors that
May Affect Our Operating Results and The Market Price of OQur Common Stock.” Readers are urged to carefully
review and consider the various disclosures made in this report and in our other reports filed with the SEC that
attempt to advise interested parties of certain risks and factors that may affect our business. You should read this
analysis in conjunction with our consolidated financial statements and related notes that begin on page F-1.

FTNT

Overview

Throughout Management’s Discussion and Analysis of Financial Condition and Results of Operations and in
our consolidated financial statements and related notes that begin on page F-1, you will read about significant events
and trends that materially impact earnings, revenue and other metrics of financial performance. Significant events
and trends discussed in this Management’s Discussion and Analysis include significant pricing pressure that has
negatively impacted, and is expected to continue to negatively impact, revenue, gross margins and our ability to
achieve or maintain profitability, changes to accounting rules related to stock compensation expense that are
anticipated to significantly affect our financial results in the second half of 2005, a one-time software license we
entered into in 2003, severance charges we incurred in 2003, a change in accounting treatment for costs associated
with the development of our next-generation service, which commenced in the third quarter of 2003, and
restructuring charges and asset impairment charges we incurred in 2002. These significant events and trends have
materially impacted, or are expected to materially impact, our business, operations and financial results. Some of
these events result from unique facts and circumstances or one-time events that may not recur. While these items are
important to understand and evaluate financial results, other transactions, events or trends discussed later in this
Management’s Discussion and Analysis and in the section entitled “Risk Factors That May Affect Our Operating
Results and The Market Price Of Our Common Stock™ may also materially impact our business operations and
financial results. A complete understanding of these transactions, as well as the other events and trends explained
throughout this report, is necessary to evaluate our financial condition, changes in financial condition and results of
operations.

As of December 31, 2004, we had an accumulated deficit of $171.7 million. Our quarterly and yearly
operating results have varied significantly from period to period in the past and are likely to continue to vary
significantly in future periods. For example, our net loss was $0.4 million and our net income was $1.4 million for the
quarters ended December 31, 2004 and 2003, respectively, and our net loss was $3.3 million and our net income was
$3.5 million for the years ended December 31, 2004 and 2003, respectively. Although we reported net income
throughout the year ended December 31, 2003, we incurred net losses in each quarter of 2004. Additionally, we expect
to report net income in the first quarter of 2005; however there can be no assurance that we will achieve or maintain net
income in the future. Our stock-based compensation expense will increase significantly beginning in the third quarter
of 2005 due to a change in accounting rules that will require us to record compensation expense for employee stock
options and our employee stock purchase plan in the financial statements.

No single customer accounted for greater than 10% of total 2004 revenue. Our five largest customers
represented $17.5 million or 23.3% of our total 2004 revenue and $17.7 million or 25.2% of our total 2003 revenue,
Our ten largest customers represented $22.1 million or 29.3% of our total 2004 revenue and $22.5 million or 31.9%
of our total 2003 revenue. This indicates a diminishing financial concentration in our five and ten largest customers;
however, a loss of any one of these customers would still negatively impact our financial results. In December 2004
we settled a billing dispute with a significant customer and vendor related to the provision and procurement of prior
services which resulted in recognition of $0.4 million in revenue and $0.1 million in cost of revenue.

While our business model is largely usage-based, which generally means that our customers only pay for the
services they use, our non-usage revenue, such as from subscriptions and software licenses, may fluctuate based on the
timing of new subscription agreements, the expiration and renewal of existing agreements and the timing of and
revenue recognition associated with software licenses. This fluctuation can significantly impact our financial results,
particularly revenue, gross margins and net income or loss because these subscriptions and software licenses have
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virtually no variable cost of revenue expense. Such opportunities to license our software have arisen infrequently and
are difficult to predict, and currently we do not anticipate any software license revenue in the near term. For example,
we recognized $1.1 million and $2.9 million in software revenue in the third and fourth quarters of 2003, respectively,
associated with the sale of a Web Conferencing Pro license. As a result, the impact this revenue has had on our
business and financial results in the past is not consistent and should not be relied upon as indicative of our future
performance. In the quarter ended December 31, 2004, 9.7% of our revenue was non-usage based as compared to
22.3% in the quarter ended December 31, 2003. In the year ended December 31, 2004, 8.9% of our revenue was non-
usage based as compared to 14.1% in the year ended December 31, 2003. We expect our non-usage based revenue to
approximate 7% to 12% of our total revenue in the first quarter of 2005.

Our next-generation service, Raindance Meeting Edition, was released in March 2004. Raindance Meeting
Edition revenue growth has been slower than anticipated and we believe this is due in large part to the small
workgroup collaboration services sector being in the early adoption phase. However, we continue to add new
customers and revenue from this product is increasing quarter over quarter. We expect to release Raindance Seminar
Edition in mid-2005. Raindance Seminar Edition complements Raindance Meeting Edition and is designed for large,
planned seminar events where there is one main presenter and hundreds or thousands of participants. Currently, it is
difficult to predict with any certainty the impact Raindance Seminar Edition will have on our business, operations
and financial results, the market in general, or our existing customer base inciuding those that currently utilize Web
Conferencing Pro.

Qur gross profit is higher on our web-based services, namely Web Conferencing Pro and Raindance
Meeting Edition and to the extent we are successful in selling more web-based services, we would expect our overall
gross profit to increase. We define multi-media revenue as revenue generated from a collaboration event where more
than one media type is used, such as an event that combines audio and web conferencing or an event that combines
audio, web and video conferencing using Raindance Meeting Edition. Multi-media revenue excludes all service
revenue attributable to audio-only conferencing. Multi-media revenue was $12.7 million in 2004 compared to $11.1
million in 2003. Our gross profit margins are typically higher on multi-media events, due to the web integration, as
compared to audio-only events and we expect our multi-media revenue to grow as a percentage of revenue in the
upcoming year.

Statement of Operations Overview

The following describes how we recognize revenue for the services and software we offered as of
December 31, 2004:

e  Raindance Meeting Fdition. Revenue for our Raindance Meeting Edition service is derived from subscription and
usage fees. Revenue from subscriptions is recognized monthly regardless of usage, while usage fees are based
upon either connections or minutes used. We recognize usage revenue from our Raindance Meeting Edition
services in the period the meeting is completed. We recognize revenue associated with any initial set-up fees
ratably over the term of the contract.

o Reservationless Conferencing Revenue. Revenue for our Reservationless Conferencing service is generally based
upon the actual time that each participant is on the phone or logged onto the web. For example, a customer is
charged a per-minute, per-user fee for each participant listening and viewing a live or recorded simulcast. In
addition, we charge customers a one-time fee to upload visuals for a phone conference or a recorded simulcast. We
recognize usage revenue from our Reservationless Conferencing services in the period the call or simulcast of the
call is completed. We recognize revenue associated with any initial set-up fees ratably over the term of the
contract.

o Web Conferencing Pro Revenue. Revenue for our Web Conferencing Pro service is derived from subscription and
usage fees in addition to event fees or, in more limited cases, a software license fee. Revenue from subscriptions is
recognized monthly regardless of usage, while usage fees are based upon either connections or minutes used.
Event fees are generally hourly charges that are recognized as the events take place. We recognize revenue
associated with any initial set-up fees ratably over the term of the contract. Revenue from software license
agreements is either recognized upon shipment of the software when all the following criteria have been met:
persuasive evidence of an arrangement exists, delivery has occurred, the fee is fixed or determinable, collectibility
is probable, and vendor-specific objective evidence is available for the fair value of all undelivered elements, or
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recognized ratably over the software support period if we do not have vendor-specific objective evidence for all
undelivered elements.

o Operator-Assisted Revenue. Revenue for our Operator-Assisted Conferencing service is generally based upon the
actual time that each participant is on the phone. In addition, we charge customers a fee for additional services
such as call taping, digital replay, participant lists and transcription services. We recognize usage revenue and
related fees from our Operator-Assisted Conferencing service in the period the call is completed.

o Unlimited Conferencing. Revenue from Unlimited Conferencing is derived from a flat, fixed charge per month
depending on the conference size limit selected by the customer. The fixed monthly charge is recognized as
revenue each month.

Our cost of revenue consists primarily of telecommunication expenses, depreciation of network and data
center equipment, amortization of certain software including internally developed software, Internet access fees and
fees paid to network providers for bandwidth, equipment maintenance contract expenses, compensation and benefits
for operations personnel and allocated overhead. Our telecommunication expenses are variable and directly correlate
to the use of our services and primarily are incurred when our customers use our Reservationless Conferencing
service. A change in our mix of Reservationless Conferencing and Web Conferencing Pro or Raindance Meeting
Edition revenue will affect our gross profit, as our cost of revenue is typically higher on our Reservationless
Conferencing service as a result of price compression for this service. Our depreciation, Internet access and
bandwidth expenses, equipment maintenance expenses and compensation expenses generally increase as we
increase our capacity and build our infrastructure. We plan to continue to make investments in our infrastructure;
however, we currently expect capital expenditures in 2005 to be comparable with 2004, We expect that our cost of
revenue will increase in 2005 due to a corresponding increase in revenue, but do not expect cost of revenue as a
percentage of revenue to change materially. We expect that our current capacity and infrastructure, coupled with the
capital expenditures we have made and we expect to make, will accommodate our needs through the end of 2005. We
have a limited number of sources for our telephony services. If one of our suppliers were to terminate or interrupt its
services, we may experience difficulties or delays in obtaining alternative sources on commercially reasonable terms
and may experience an increase in our variable telephony cost. We are also involved in a dispute with our primary
conferencing bridge provider that may require us to seek alternative sources for conferencing bridges, which may be
difficult and expensive to integrate into our existing infrastructure.

We incur sales and marketing expenses that consist primarily of the salaries, commissions and benefits for
our sales and marketing personnel, remote sales offices expenses, product and market research, sales lead generation
and telemarketing expenses and allocated overhead. We currently expect sales and marketing expenses to remain
relatively flat in absolute dollars and decrease as a percentage of revenue as we expand our sales force and continue our
marketing initiatives in 2005 to support Raindance Meeting Edition and the anticipated mid-2005 release of Raindance
Seminar Edition.

We incur research and development expenses that consist primarily of salaries and benefits for research and
development personnel, equipment maintenance contract expenses and allocated overhead. We expense research and
development costs as they are incurred, except for certain capitalized costs associated with internally developed
software. We capitalized $0.3 million of internally developed software in 2004 and expect to continue to capitalize
costs associated with internally developed software in 2005. Based on plans developed in the third quarter of 2003
regarding the external distribution of software, we changed the accounting treatment of costs associated with the
development of our next-generation service from SOP 98-1 to SFAS 86. Since the second quarter of 2001 we had
capitalized, pursuant to SOP 98-1, $2.8 million in costs associated with our next-generation service, $1.3 million of
which was related to internal development and $1.5 million of which was related to contract development. We
currently expect to continue to make investments in research and development and anticipate that these expenditures
will remain relatively flat in absolute dollars and decrease as a percentage of revenue in 2005,

We incur general and administrative expenses that consist primarily of expenses related to finance, human
resources, administrative and general management activities, including legal, accounting and other professional fees,
in addition to other general corporate expenses. We currently expect general and administrative expenses to remain
relatively flat in terms of absolute dollars and decrease as a percentage of revenue in 2005.

Since our inception, we have used stock-based compensation for employees, consultants and members of
our board of directors to attract and retain business and technical personnel. Stock-based compensation expense is
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based on the excess of the fair value of our common stock on the date of grant or sale over the option exercise price
or stock purchase price. Compensation expense related to stock options is amortized over the vesting period of the
options, which generally is four years. As of May 2004, all of these options with fair values deemed in excess of the
exercise price were fully vested and therefore all associated stock-based compensation expense has been recognized.
During the three months ended December 31, 2004 we did not record any deferred stock-based compensation;
however, during the year ended December 31, 2004, we recorded $0.9 million of deferred stock-based
compensation. We also expensed $0.1 million and $2.2 million of stock-based compensation in the three months
and year ended December 31, 2004, respectively. The $0.9 million of deferred stock-based compensation for the
year ended December 31, 2004 relates to the issuance of 275,000 shares of restricted stock to our new president and
chief executive officer in January 2004, of which 50,000 shares were immediately vested; 100,000 shares vest after
the completion of 24 months of continuous service and 125,000 shares vest after the completion of 37 months of
continuous service. This agreement was amended in August 2004 to include acceleration of all unvested shares of
restricted stock in the event of a change in control of the Company, as defined in the agreement.

In the year ended December 31, 2003 we recorded $1.2 million of deferred stock-based compensation
related to 750,000 shares of restricted stock issued in February 2003 to certain executives and key employees under
our Executive Performance-Based Compensation Arrangement, as approved by the board of directors in February
2003. The restricted stock will vest in full on the sixth anniversary of its issuance, subject to accelerated vesting
upon the achievement of certain financial or product-based performance milestones, or, generally at the board’s
discretion, upon a change in control of the Company. Accordingly, the $1.2 million deferred stock-based
compensation charge is being expensed ratably over six years, which charges will be accelerated when it becomes
apparent that the financial or product-based milestones are deemed probable of being achieved. In addition,
pursuant to this arrangement, $4.7 million of cash compensation was approved and will become payable upon the
achievement of such financial or product-based milestones, or, generally in the board’s discretion, upon a change in
control of the Company. However, the termination of the Company’s former president and chief executive officer
effective December 31, 2003 and the resulting cancellation of 200,000 shares of restricted stock granted to him
under the plan triggered the reversal of the unamortized portion of his restricted stock grant compensation expense
in the amount of $0.3 million and terminated the Company’s $1.5 million cash compensation commitment to this
former officer. In the first quarter of 2003 we determined that a product-based milestone would likely be achieved in
2004 and, accordingly, we accelerated the stock compensation charge associated with 100,000 shares of restricted
common stock and began accruing a $0.2 million cash bonus. In the first quarter of 2004 this milestone was
achieved and the cash bonus of $0.2 million was paid and the restricted stock was released and issued. In the third
quarter of 2004 we determined that a second product-based milestone will likely be achieved in 2005 and,
accordingly, we began accruing a $0.3 million cash bonus payable upon the achievement of the milestone and
accelerated the stock compensation charge associated with 150,000 shares of restricted common stock.

In connection with the acquisition of InterAct, we recorded $3.4 million of deferred stock-based
compensation related to the issuance of 997,599 shares of common stock simultaneously with the closing of the
InterAct acquisition. The deferred stock-based compensation related to these shares was being expensed over three
years, beginning in May 2002. In June 2004, our former Senior Vice President of Sales, Carolyn Bradfield, left the
Company, and, as a result, we recorded a $0.9 million stock compensation charge related to the unrecognized
deferred stock-based compensation associated with the release of certain escrowed shares of restricted stock. The
value of these escrowed shares was determined based on the average market price of our common stock over the
three-day period before and after the terms of the acquisition were agreed upon and announced.

Assuming that no additional shares of restricted stock will be forfeited or granted, assuming there is no
change in control of the Company, and excluding stock-based compensation expense we expect to record as a result
of adopting Financial Accounting Standards Board (FASB) 123(R) - “Share-Based Payment: an amendment of
FASB No. 123 and 95,” we estimate incurring stock-based compensation expense of approximately $0.5 million in
2005 for common stock issued or awarded to our employees and members of our board of directors under our equity
plans through December 31, 2004.

Other Data — Non-GAAP Financial Measure
We evaluate operating performance based on several factors, including our primary internal financial measure
of earnings before interest, taxes, depreciation, amortization and stock-based compensation expense (“adjusted

EBITDA”). This analysis eliminates the effects of considerable amounts of depreciation and stock-based
compensation. Since our initial public offering, we have reported adjusted EBITDA, a financial measure that is not
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defined by Generally Accepted Accounting Principles (GAAP). Certain restructuring charges and asset impairment
charges historically presented in this non-GAAP financial performance measure have been removed from adjusted
EBITDA for 2002 to conform to the presentation of adjusted EBITDA for the year ended December 31, 2004 and
2003.

The calculation of adjusted EBITDA is as follows (in thousands):

Years Ended December 31,
2004 2003 2002
Net income (I088) ...vevervivevieiireree et $ (3325 § 3547 0§ (3,354
Add: depreciation, amortization and other
INCOME (EXPENSE), NEL...vvrvrerrrerirerrernerrernes 11,001 10,265 10,360
Add: stock-based compensation expense .................. 2,211 2,814 3,028
Adjusted EBITDA ..ot $§ 9887 3 16626 § 10,034

Although we had achieved quarterly net income for five consecutive quarters ending December 31, 2003,
we recorded net losses in each quarter of 2004 partially due to the increase in sales and marketing expenditures to
support the release of Raindance Meeting Edition. Our research and development costs also increased in 2004 over
2003 due to a change in accounting treatment of our software development costs. Additionally, our cost of revenue
increased in 2004 primarily due to an increase in variable costs as a result of an increase in revenue. For the year ended
December 31, 2004, as compared with the year ended December 31, 2003, our net income decreased by $6.9 million,
resulting in a $3.3 million net loss for the current year. For the year ended December 31, 2004, as compared with the
year ended December 31, 2003, adjusted EBITDA decreased by $6.7 million. The trend from 2003 to 2004 depicted by
this calculation indicates that we increased operating costs primarily in sales and marketing and research and
development expenses for a new product launch and ongoing product development with the majority of these
expenditures contributing to the net loss for 2004 and the corresponding decrease in adjusted EBITDA. For the year
ended December 31, 2003, as compared with the year ended December 31, 2002, our net loss decreased by $6.9
million, resulting in $3.5 million in net income for 2003. For the year ended December 31, 2003, as compared with the
year ended December 31, 2002, adjusted EBITDA increased by $6.6 million. The trend from 2002 to 2003 depicted by
this calculation indicates that we were successful in reducing our net loss and generating net income as well as
increasing adjusted EBITDA, primarily as a result of our efforts to control operating costs while simultaneously
increasing revenue.

Adjusted EBITDA should be considered in addition to, not as a substitute for, net income (loss) and other
measures of financial performance reported in accordance with GAAP. We believe that adjusted EBITDA is a useful
performance metric for our investors and is a measure of operating performance and liquidity that is commonly
reported and widely used by financial and industry analysts, investors and other interested parties because it eliminates
significant non-cash charges to earnings. In addition, many sophisticated financial institutions and banks use adjusted
EBITDA as a performance metric in their lending practices. For example, adjusted EBITDA is used by our bank to
determine our compliance with a financial covenant articulated in our credit agreement. However, adjusted EBITDA as
used by us may not be comparable to similarly titled measures reported by other companies.

The funds depicted by adjusted EBITDA were not available for our discretionary use due to debt service and
debt maturities, all of which were satisfied in 2004, and other commitments that we have made. Cash flow calculated in
accordance with GAAP is as follows: net cash provided by operations was $7.4 million, $18.2 million and $7.2 million
for the years ended December 31, 2004, 2003 and 2002, respectively; net cash used by investing activities was $35.2
million, $10.3 million and $9.6 million for the years ended December 31, 2004, 2003 and 2002, respectively; net cash
used by financing activities was $1.3 million for the year ended December 31, 2004, net cash provided by financing
activities was less than $0.1 million for the year ended December 31, 2003, and net cash used by financing activities
was $0.1 million for the year ended December 31, 2002.

Results of Operations
Year Ended December 31, 2004 Compared to Year Ended December 31, 2003
Revenue. Total revenue increased by $4.7 million to $75.3 million for the year ended December 31, 2004

from $70.6 million for the year ended December 31, 2003. The increase was due in part to the addition of new
customers and an increase in usage from our existing customer base, which was partially offset by pricing pressure we
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are experiencing for some of our services, particularly our Reservationless Conferencing Service and the loss of Oracle
Corporation who accounted for a significant portion of our revenue in 2003 and reduced its use of our conferencing
services as it completed the transition of substantially all of its conferencing to an internal conferencing system in the
third quarter of 2004. We recognized $4.0 million in revenue in 2003 associated with the sale of a Web Conferencing
Pro license. Opportunities to license our software have traditionally arisen infrequently and are difficult to predict. We
did not record any software revenue in 2004 and do not currently project software licensing revenue in 2005. Total
minutes attributable to our usage-based services were 759.5 million and 636.1 million for the years ended
December 31, 2004 and 2003, respectively, which represents a 19.4% increase in minutes. Usage-based revenue
increased by 13.0% in 2004 from 2003, which indicates that our average price per usage based minute declined by
approximately 5.4% or .0051 cents per minute in 2004. We expect this trend to continue in the foreseeable future.

Cost of Revenue. Cost of revenue increased $5.5 million to $34.0 million for the year ended December 31,
2004 from $28.5 million for the year ended December 31, 2003. Telecommunications costs increased $2.9 million
for the year ended December 31, 2004 over the year ended December 31, 2003 due to an increase in minutes from
our Reservationless Conferencing and Web Conferencing Pro communication services, partially offset by an overall
improvement in the utilization of our infrastructure. Total depreciation expense increased $2.0 million for the year
ended December 31, 2004 due to additional hardware and software being placed into service in 2004, including the
depreciation of capitalized costs in connection with the release of Raindance Meeting Edition in March of 2004.
Expense associated with our Operator-Assisted Conferencing service increased $0.8 million in the current year,
which is consistent with growth in revenue from this service. Conversely, maintenance and repairs expense
decreased $0.2 million for the year ended December 31, 2004 from the year ended December 31, 2003. The primary
drivers that affect our gross profit are changes in our telephony and fixed internet costs and a general improvement
in our infrastructure utilization, all of which are or may be partially offset by pricing pressure we are experiencing
on the sale of our Reservationless Conferencing service. In addition, our gross profit is higher on our web-based
services, namely Web Conferencing Pro and Raindance Meeting Edition and to the extent we are successful in
selling more web-based services, we would expect our overall gross profit to increase. We define multi-media
revenue as revenue generated from a collaboration event where more than one media type is used, such as an event
that combines audio and web conferencing or an event that combines audio, web and video conferencing using
Raindance Meeting Edition. Multi-media revenue excludes all service revenue attributable to audio-only
conferencing. Multi-media revenue was $12.7 miilion in 2004 compared to $11.1 miltion in 2003. Our gross profit
margins are typically higher on multi-media events, due to the web integration, as compared to audio~only events
and we expect our multi-media revenue to grow as a percentage of revenue in the upcoming year.

Sales and Marketing. Sales and marketing expense increased $4.3 million to $24.0 million for the year
ended December 31, 2004 from $19.7 million for the year ended December 31, 2003. Bad debt expense increased
$0.6 million for the year ended December 31, 2004 as compared to the year ended December 31, 2003 as a result of
the on-going quarterly analysis of the bad debt reserve. Commissions expense increased $0.4 million for the year
ended December 31, 2004 as compared to the year ended December 31, 2003 in connection with an increase in
revenue in the current year. Personnel and payroll related expenses increased $1.6 million for the year ended
December 31, 2004 as compared to the year ended December 31, 2003 due to increased headcount in 2004 as
compared to 2003. Expenses related to advertising and promotion, lead generation, market research and sales tools
increased $0.3 million, $0.8 million, $0.4 million, and $0.2 million, respectively, for the year ended December 31,
2004 as compared to the year ended December 31, 2003 due to an overall increase in marketing initiatives, some of
which directly related to the release of Raindance Meeting Edition which occurred in March 2004. Additionally,
trade show expenses, travel expenses and meetings and conferences expenses have each increased $0.2 million year
over year due to an overall increase in marketing and sales initiatives. Outside service expense increased $0.4
million in the current year over the previous year due to consulting services utilized in connection with the sales
organization restructuring. Offsetting these increases, depreciation expense decreased $0.8 million for the year
ended December 31, 2004 as compared with the year ended December 31, 2003 primarily due to fixed assets not
specifically allocated to cost of revenue becoming fully depreciated.

Research and Development. Research and development expense increased $2.2 million to $10.5 million for
the year ended December 31, 2004 from $8.3 million for the year ended December 31, 2003. Personnel and payroll
related expenses increased $1.3 million for the year ended December 31, 2004 over the year ended December 31,
2003 due to increased headcount in connection with the development of Raindance Meeting Edition that was
released in March 2004, as well as a decrease in capitalized internally-developed software. Similarly, outside
services increased $1.1 million for the year ended December 31, 2004 as compared to the year ended December 31,
2003. The increase in personnel and payroll related expenses and outside services is primarily related to a change in
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the accounting treatment of costs associated with the development of Raindance Meeting Edition from SOP 98-1 to
SFAS 86. There was a slight variance in other expenses, including a $0.2 million decrease in depreciation expense
for the year ended December 31, 2004 as compared to the year ended December 31, 2003 due to fixed assets not
specifically allocated to cost of revenue becoming fully depreciated.

General and Administrative. General and administrative expense increased $0.8 million to $8.0 million for
the year ended December 31, 2004 as compared to $7.2 million for the year ended December 31, 2003. Legal
expenses decreased $0.2 million for the year ended December 31, 2004 as compared to the year ended December 31,
2003 due to the accrual of a $0.3 million loss contingency pertaining to a patent infringement suit in the third quarter
of 2003, which was subsequently paid in the fourth quarter of 2003 and the first quarter of 2004. Accounting
expense increased $0.4 million for the year ended December 31, 2004 as compared to the year ended December 31,
2003 due to an increase in audit fees associated with the audit of internal controls over financial reporting required
by Sarbanes-Oxley. Outside services expense increased $0.7 million for the year ended December 31, 2004 as
compared to the year ended December 31, 2003 as a result of consultants we engaged to assist us with our Sarbanes-
Oxley compliance effort and certain strategic initiatives. There were slight fluctuations in other expenses, including
amortization, bonuses, payroll, recruiting expense and allocated depreciation expense for the year ended
December 31, 2004 as compared to the previous year.

Stock-Based Compensation Expense. Stock-based compensation expense decreased $0.6 million to $2.2
million for the year ended December 31, 2004 from $2.8 million for the year ended December 31, 2003. Prior to our
initial public offering, options and stock purchase rights were granted at less than the estimated initial public
offering price resulting in deferred compensation charges, which were being recognized over the applicable vesting
periods, which generally were four years. As of May 2004, all of these options were fully vested and therefore all
associated stock-based compensation expense has been recognized. During the year ended December 31, 2004 and
2003, we recorded $0.9 million and $1.2 million, respectively, of deferred stock-based compensation. The $0.9
million of deferred stock-based compensation recorded in the first quarter of 2004 relates to the issuance of 275,000
shares of restricted stock to our new president and chief executive officer in January 2004, of which 50,000 shares
were immediately vested; 100,000 shares vest after the completion of 24 months of continuous service and 125,000
shares vest after the completion of 37 months of continuous service. This agreement was amended in August 2004
to include acceleration of all unvested shares of restricted stock in the event of a change in control of the Company,
as defined in the agreement. The $1.2 million of deferred stock-based compensation recorded in the first quarter of
2003 relates to 750,000 shares of restricted stock issued in February 2003 to certain executives and key employees
under our Executive Performance-Based Compensation Arrangement, as approved by the board of directors in
February 2003. The restricted stock will vest in full on the sixth anniversary of its issuance, subject to accelerated
vesting upon the achievement of certain financial or product-based performance milestones, or, generally at the
board’s discretion, upon a change in control of the Company. Accordingly, the $1.2 million deferred stock-based
compensation charge is being expensed ratably over six years, which charges will be accelerated when it becomes
apparent that the financial or product-based milestones are deemed probable of being achieved. However, the
termination of the Company’s former president and chief executive officer effective December 31, 2003 and the
resulting cancellation of 200,000 shares of restricted stock granted to him under the plan triggered the reversal of the
unamortized portion of his restricted stock grant compensation expense in the amount of $0.3 million. In the first
quarter of 2003 we determined that a product-based milestone would likely be achieved in 2004 and, accordingly,
we accelerated the stock compensation charge associated with 100,000 shares of restricted common stock. In the
first quarter of 2004 this milestone was achieved and the restricted stock was released and issued. In the third quarter
of 2004 we determined that a second product-based milestone will likely be achieved in 2005 and, accordingly, we
have accelerated the stock compensation charge associated with 150,000 shares of restricted common stock.

In connection with the acquisition of InterAct, we recorded $3.4 million of deferred stock-based
compensation related to the issuance of 997,599 shares of common stock simultaneously with the closing of the
InterAct acquisition, which are being held in escrow and are released annually in equal one-third increments
beginning in May 2003. Accordingly, the deferred stock-based compensation related to the 997,599 shares was
being expensed over three years, beginning in May 2002. In June 2004, our former Senior Vice President of Sales,
Carolyn Bradfield, left the Company, and, as a result, we recorded a $0.9 million stock compensation charge related
to the unrecognized deferred stock-based compensation associated with the release of certain escrowed shares of
restricted stock. The value of these escrowed shares was determined based on the average market price of our
common stock over the three-day period before and after the terms of the acquisition were agreed upon and
announced.

20



Severance. In October 2003, we entered into a separation agreement with our former president and chief
executive officer to terminate his employment as of December 31, 2003. Pursuant to the terms of the separation
agreement, we recognized approximately $0.6 million in the fourth quarter of 2003 related to severance costs. The
unpaid severance commitment at December 31, 2004 was $0.3 million. In addition, 200,000 shares of common
stock issued to him in February 2003 under the Executive Performance-Based Compensation Arrangement were
subject to forfeiture and were cancelled as of December 31, 2003, which triggered the reversal of the deferred
portion of his restricted stock grant compensation expense in the amount of $0.3 million. In addition, a $1.5 million
cash compensation commitment allocated to our former president and chief executive officer under the Executive
Performance-Based Compensation Arrangement was cancelled as of the termination of his employment.

Other Income, net. Interest income increased $0.1 million to $0.4 million for the year ended December 31,
2004 from $0.3 million for the year ended December 31, 2003, respectively, as interest rates increased in the latter
half of 2004 and we began purchasing short-term investments. Interest expense remained flat at $0.1 million for the
years ended December 31, 2004 and 2003, respectively, decreasing slightly in the current year as we retired our debt
obligations in 2004,

Year Ended December 31, 2063 Compared to Year Ended December 31, 2002

Revenue. Total revenue increased by $10.0 million to $70.6 million for the year ended December 31, 2003
from $60.6 million for the year ended December 31, 2002. The increase was due in part to the addition of new
customers and an increase in usage from our existing customer base, which was partially offset by pricing pressure we
experienced for some of our services, particularly our Reservationless Conferencing Service. In addition, we first
recognized significant revenue from our Operator-Assisted Conferencing service in the first quarter of 2003. We also
recognized $1.1 million and $2.9 million in revenue in the third and fourth quarters of 2003, respectively, associated
with the sale of a Web Conferencing Pro license. This license was entered into contemporaneously with our agreement
to purchase $10.3 million in hardware from the licensee, who is also our primary hardware vendor, through
December 2005. Opportunities to license our software have traditionally arisen infrequently and are difficult to predict.
Total minutes attributable to our usage-based services were 636.1 million and 453.0 million for the years ended
December 31, 2003 and 2002, respectively, which represents a 40.4% increase in minutes. Usage-based revenue
increased by 18.5% in 2003 from 2002, which indicates that our average price per usage based minute declined by
approximately 15.4% or .0174 cents per minute in 2003. Although this trend continued into 2004, we saw pricing
pressure at a reduced rate in the latter months of 2003 and in 2004 and therefore lowered our per usage based minute
prices at a reduced rate, as discussed above.

Cost of Revenue. Cost of revenue increased $1.9 million to $28.5 million for the year ended December 31,
2003 from $26.6 million for the year ended December 31, 2002. Telecommunications costs increased $0.5 million
for the year ended December 31, 2003 over the year ended December 31, 2002 due to an increase in minutes from
our Reservationless Conferencing and Web Conferencing Pro communication services, partially offset by volume
discounts received from our long distance telephony providers, as well as an overall improvement in the utilization
of our infrastructure. Total depreciation expense increased $0.5 million for the year ended December 31, 2003 due
to additional hardware and software being placed into service in 2003, partially offset by allocated depreciation due
to decreased headcount over the same period in the previous year. Salaries expense decreased $0.4 million due to
decreased headcount in the year ended December 31, 2003 from the year ended December 31, 2002. Conversely,
expense associated with our Operator-Assisted Conferencing service increased $1.1 million in 2003, which is
consistent with growth in revenue from this service. Maintenance and repairs expense increased $0.2 million for the
year ended December 31, 2003 from the year ended December 31, 2002 primarily due to an increase in gross
property and equipment. The primary positive drivers that affect our gross profit are reductions in our long distance
rates, a general improvement in our infrastructure utilization, the sale of subscriptions and software licenses with
virtually no corresponding variable cost of revenue expense, all of which are or may be partially offset by pricing
pressure we are experiencing on the sale of our Reservationless Conferencing service.

Sales and Marketing. Sales and marketing expense increased $1.2 million to $19.7 million for the year
ended December 31, 2003 from $18.5 million for the year ended December 31, 2002. Commissions and bonus
expense increased $0.8 million for the year ended December 31, 2003 as compared to the year ended December 31,
2002 in connection with an increase in revenues in the current year. Recruiting expense increased $0.2 million for
the year ended December 31, 2003 as compared to the year ended December 31, 2002 due to increased headcount
over the same period in the previous year. QOutside service expense increased $1.5 million for the year ended
December 31, 2003 as compared to the year ended December 31, 2002 due to the beta launch of Raindance Meeting
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Edition in the fourth quarter of 2003. Offsetting these increases, bad debt expense decreased $0.8 million for the
year ended December 31, 2003 as compared with the year ended December 31, 2002 due to fewer bankruptcy filings
within our customer base, as well as a general improvement in our accounts receivable aging, which resulted in a
reduction of our bad debt reserve. Expenses related to telemarketing, lead generation and market research decreased
$0.5 million for the year ended December 31, 2003 from 2002.

Research and Development. Research and development expense increased $0.7 million to $8.3 million for
the year ended December 31, 2003 from $7.6 million for the year ended December 31, 2002. Personnel and payroll
related expenses increased $0.1 million for the year ended December 31, 2003 over the year ended December 31,
2002 due to increased headcount in connection with the development of Raindance Meeting Edition that took place
in 2003, offset by an increase in capitalized internally-developed software. Outside services increased $0.5 million
for the year ended December 31, 2003 as compared to the year ended December 31, 2002 also in connection with
the development of Raindance Meeting Edition that took place in 2003. There was a slight variance in other
expenses; primarily a $0.2 million increase in repairs and maintenance for the year ended December 31, 2003 as
compared to the year ended December 31, 2002. Based on plans developed in the third quarter of 2003 regarding the
external distribution of software, we changed the accounting treatment of costs associated with the development of
our next-generation service from SOP 98-1 to SFAS 86.

General and Administrative. General and administrative expense decreased $0.3 million to $7.2 million for
the year ended December 31, 2003 as compared to $7.5 million for the year ended December 31, 2002. Legal and
litigation expenses increased $0.5 million for the year ended December 31, 2003 as compared to the year ended
December 31, 2002, partially due to a lawsuit that was filed against us in the third quarter of 2003. Offsetting this
increase was a reduction in various expenses, including personnel and payroll related expenses and allocated
depreciation expense due to decreased headcount.

Stock-Based Compensation Expense. Stock-based compensation expense decreased $0.2 million to $2.8
million for the year ended December 31, 2003 as compared to $3.0 million for the year ended December 31, 2002.
Prior to our initial public offering, options and stock purchase rights were granted at less than the estimated initial
public offering price resulting in deferred compensation charges, which are being recognized over the applicable
vesting periods, which generally are four years. During the first quarter of 2003 we recorded $1.2 million of deferred
stock-based compensation that relates to 750,000 shares of restricted stock issued to certain executives and key
employees in February 2003 under our Executive Performance-Based Compensation Arrangement. The restricted
stock grants vest in full on the sixth anniversary of their issuance, subject to accelerated vesting upon the
achievement of certain financial or product-based performance milestones, or in the board’s discretion, upon a
change in control of the Company. Accordingly, the $1.2 million deferred stock-based compensation charge is
being expensed ratably over six years, with such charges being accelerated when it becomes probable that the
financial or product-based milestones will be achieved. However, the resignation of our former president and chief
executive officer effective December 31, 2003 and the resulting cancellation of 200,000 shares of restricted stock
granted to him under the plan triggered the reversal of the unamortized portion of his restricted stock grant
compensation expense in the amount of $0.3 million, as none of the acceleration milestones were achieved by this
time. In connection with the acquisition of InterAct, we recorded $3.4 million of deferred stock-based compensation
related to the issuance of 997,599 shares of common stock simultaneously with the closing of the InterAct
acquisition, which are being held in escrow and will be released annually in equal one-third increments beginning in
May 2003. Accordingly, the deferred stock-based compensation related to the 997,599 shares is being expensed over
three years, beginning in May 2002. The value of these escrowed shares was determined based on the average
market price of our common stock over the three-day period before and after the terms of the acquisition were
agreed upon and announced.

Asset Impairment Charges. In the fourth quarter of 2002, we identified and removed from service
equipment that was no longer required or had become obsolete. The asset write-offs were determined under the
long-lived assets to be disposed of by sale model. For a discussion of the methodology used to determine the
amount of the impairment charge under this model, see the section entitled “Critical Accounting Policies and
Estimates” below and the notes to our consolidated financial statements beginning on page F-8. We completed the
sale and disposal of the assets in 2003. In connection with the plan of disposal, the carrying amount of the assets
exceeded the fair value of the assets less cost to sell, and as a result, we recorded an impairment loss of $0.2 million
in the fourth quarter of 2002.

In the fourth quarter of 2002, we recorded a reversal of $0.1 million based upon revised estimates of the cash
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to be received upon complete dissolution and liquidation of Evoke Communications Europe.

Severance. In October 2003, we entered into a separation agreement with our former president and chief
executive officer to terminate his employment as of December 31, 2003. Pursuant to the terms of the separation
agreement, we recognized approximately $0.6 million in the fourth quarter of 2003 related to severance costs. In
addition, 200,000 shares of common stock issued to him in February 2003 under the Executive Performance-Based
Compensation Arrangement were subject to forfeiture and were cancelled as of December 31, 2003, which triggered
the reversal of the deferred portion of his restricted stock grant compensation expense in the amount of $0.3 million.
In addition, a $1.5 million cash compensation commitment allocated to our former president and chief executive
officer under the Executive Performance-Based Compensation Arrangement was cancelled as of the termination of
his employment.

Restructuring Charges. In the fourth quarter of 2000, we reassessed our cost structure and in December
2000, our board of directors approved a plan of restructuring, which was announced in January 2001. In connection
with this restructuring, we streamlined our operations to focus on our core web conferencing service offerings.
Additionally, in connection with streamlining operations, we refocused our marketing strategy, reduced our
workforce and closed several leased office facilities. In connection with this restructuring we recorded restructuring
charges of $0.2 million and $0.4 million in the first and second quarter of 2002, respectively. The actual cost savings
we anticipated as a result of this restructuring effort have been realized with the exception of the restructuring costs
associated with the closure of remote sales facilities. Due to the real estate market that existed, it took us longer than
expected to sublease or otherwise terminate our lease obligations in certain cities. We will continue to monitor and
adjust, as warranted, the restructuring reserve associated with remote sales facilities based on current facts and
circumstances.

Other Income, net. Interest income decreased $0.2 million to $0.3 million for the year ended December 31,
2003 from $0.5 million for the year ended December 31, 2002. The decrease was related to lower interest rates in
2003 compared to 2002. Interest expense decreased $0.2 million to $0.1 million for the year ended December 31,
2003 from $0.3 million for the year December 31, 2002. The decrease was due to refinancing our outstanding term
loan with a lower interest rate and a decreasing principal balance on which interest is calculated.

Income Taxes

We use the asset and liability method of accounting for income taxes as prescribed by Statement of
Financial Accounting Standard 109, “Accounting for Income Taxes.” At December 31, 2004, we had net operating
loss carryforwards for federal income tax purposes of approximately $125.5 million, which are available to offset
future federal taxable income, if any, through 2024. We experienced an ownership change in 1999 as defined in
Section 382 of the Internal Revenue Code that limited approximately $21.5 million of net operating loss
carryforwards to an annual usage of approximately $2.9 million. The balance of the net operating loss carryforwards
of approximately $104.0 million are not limited by Section 382 as of December 31, 2004. The availability of our net
operating losses will be affected should we experience another ownership change in the future, as defined in Internal
Revenue Code Section 382. Currently, we have recorded a valuation allowance equal to our net deferred tax asset.
We review our deferred tax assets on an ongoing basis for realizability. While we had generated net income for the
five consecutive quarters ending December 31, 2003, we incurred a net loss in all four quarters of 2004 and believe
there currently is not enough positive evidence to support a conclusion that it is more likely than not that we will
utilize some or all of our deferred tax assets. When we determine there is enough evidence to support a conclusion
that it is more likely than not that we will realize some or all of our deferred tax assets, we will reduce the valuation
allowance on our deferred tax assets, which is anticipated to increase net income in the period in which such
determination is made. Evidence to support a conclusion that our deferred tax asset is realizable includes, but is not
limited to, generating net income in several consecutive quarters and projections for taxable income sufficient to
utilize our deferred tax assets. Our net deferred tax assets at December 31, 2004 were $49.1 million and we have
established a full valuation allowance for our net deferred tax assets.

23




Quarterly Results of Operations

The following table sets forth our historical unaudited quarterly information for our most recent eight
quarters. This quarterly information has been prepared on a basis consistent with our audited financial statements
and, we believe, includes all normal recurring adjustments necessary for a fair presentation of the information
shown.

Three Months Ended
March 31, June 30,  September 30, December 31, March 31, June 30, September 30, December 31,
2004 2004 2004 2004 2003 2003 2003 2003
(in thousands, except per share data)
Revenue:
19,582 § 19328 S 18408 § 17951 § 15438 § 16,835 § 16959 § 17,377
— — — — — — 1,056 2,944
19,582 19,328 18.408 17,951 15,438 16,835 18.015 20,321
8,556 9,045 8,431 7,998 6,476 6,874 7,394 7,760
Total Cost of Revenue .... . 8,556 9,045 8431 7.998 6,476 6.874 7.394 7.760
Gross pProfit......cccirceiceceionicnicenicnnees 11,026 10,283 9,977 9.953 8.962 9.961 10,621 12,561
Operating expenses:
Sales and marketing .......ccocoevververenen 6,500 6,290 6,005 5,249 4,463 4,842 4,644 5,738
Research and development .................. 2,726 2,427 2,618 2,695 1,697 2,020 2,159 2,412
General and administrative .................. 1,909 2,128 1,699 2,302 1,676 1,741 1,993 1,791
Stock-based compensation
EXPENSE .ecereerrverreerererreesnereresermensrennnes 613 1,325 134 139 781 778 679 576
Severance............cooevereene — — — — — — — 596
Total operating expenses .... 11,748 12,170 10,456 10,385 8.617 9,381 9.475 11,113
Income (loss) from operations..... (722) (1,887) (479) (432) 345 580 1,146 1,448
Other income (expense), Net.........ccoccen. 17 13 87 78 (5) 33 6 (5)
Net income (1088) .eovecrerernecnreiniencionees g 705y $§_(1,874) § 392) § (354) $ 340 3 613 § 1152 § 1443
Net income (loss) per share
BaSIC.co.cr i, $ (o1 § (003 $ 001 $ (001 $§ 001 § 001 § 002 § 0.03
Diluted.....ccccconvincrcericerierrnenenns $§ 001y $__(003) $ (001) $ (001 8 001 § 001 § 002 8 0.03
Weighted average number of common
shares outstanding
BaSIC.coviiererie e 53,548 53,859 54,079 54,255 52,557 53273 53,565 53,124
Diluted...coooivirere e 53,548 53,859 54,079 54,255 53,930 55,001 55,320 55,455

As a result of our limited operating history and the rapidly changing nature of the markets in which we
compete, our operating results have varied significantly from period to period in the past and are likely to continue
to vary significantly in future periods. For example, we expect our results will fluctuate based on seasonal sales
patterns, particularly around holidays and the spring and summer months. Accordingly, our operating results are
difficult to predict. For these reasons, you should not rely on period-to-period comparisons of our financial results as
indications of future performance. Our prospects must be considered in light of the risks, costs and difficulties
frequently encountered by growing companies in new and rapidly evolving markets, such as the market for web
conferencing services.

Liquidity and Capital Resources

As of December 31, 2004, cash, cash equivalents and short-term investments were $43.4 million, an increase
of $3.8 million compared with cash and cash equivalents of $39.6 million held as of December 31, 2003,

Net cash provided by operations was $7.4 million; $18.2 million and $7.2 million for each of the years ended
December 31, 2004, 2003 and 2002, respectively. Cash provided by operations decreased in 2004 from cash provided
by operations in 2003 primarily due to a net loss of $3.3 million for the year ended December 31, 2004 as compared
to net income of $3.5 million for the year ended December 31, 2003. The decrease is also explained by an increase
in accounts receivable and decreases in accounts payable, accrued compensation, accrued severance obligation and
the restructuring reserve partially offset by a decrease in prepaid expenses and other assets and an increase in
deferred revenue. Cash provided by operations increased significantly in 2003 from 2002 as we achieved net income
of $3.5 million in 2003 compared to a net loss of $3.4 million for the year ended December 31, 2002. The
improvement was also due to an increase in accounts payable, partially offset by an increase in prepaid expenses and
other current assets and a decrease in deferred revenue.

Net cash used by investing activities was $335.2 million, $10.3 million and $9.6 million for each of the years

24



ended December 31, 2004, 2003 and 2002, respectively. $42.2 million of the net cash used in investing activities for
the year ended December 31, 2004 related to the purchase of investments, offset by $9.2 million in proceeds from
the maturities of investments. Additionally, there was $0.2 million provided by investing activities for the year
ended December 31, 2004 due to the release of restricted cash in the current year. The remainder of the net cash
used by investing activities in the year ended December 31, 2004 related to capital expenditures for equipment
purchases in anticipation of the release of Raindance Meeting Edition and additional conferencing capacity, offset
slightly by proceeds from the disposition of fixed assets and a payment from an affiliated entity. Net cash used by
investing activities in 2003 primarily related to capital expenditures for equipment purchases in anticipation of the
release of Raindance Meeting Edition and additional conferencing capacity, offset slightly by proceeds from the
disposition of fixed assets and the release of restricted cash. Net cash used by investing activities in 2002 primarily
related to capital expenditures for equipment purchases, as we purchased additional equipment to increase our
capacity in conjunction with increases in revenue. Additionally, we paid, net of cash received, $3.5 million to
acquire substantially all of the assets of InterAct on April 30, 2002.

Net cash used by financing activities was $1.3 million for the year ended December 31, 2004, net cash
provided by financing activities was less than $0.1 million for the year ended December 31, 2003, and net cash used by
financing activities was $0.1 million for the year ended December 31, 2002. Cash used by financing activities in the
year ended December 31, 2004 was due to debt service payments, including the early retirement of our outstanding
term loan in April 2004 and the early retirement of our loan agreement with a vendor in December 2004, offset by
cash proceeds from the exercise of common stock options and employee stock purchase plan purchases. Cash
provided by financing activities in 2003 was primarily related to cash proceeds from the exercise of common stock
options and employee stock purchase plan purchases offset by debt payments. Cash used by financing activities in
2002 was primarily due to debt service payments partially offset by cash proceeds from the exercise of common
stock options and employee stock purchase plan purchases.

As of December 31, 2004, we had no debt obligations outstanding.

Effective December 31, 2002, we amended the terms of a loan and security agreement that we originally
entered into on October 9, 2001. We renewed and increased the revolving line of credit and refinanced the term
loan. In connection with refinancing the term loan, the then outstanding balance was scheduled to be repaid with
monthly principal payments of approximately $0.1 million plus interest at 5.25% over 36 months, with the final
payment due in January 2006. Advances under the revolving line of credit were limited to $12.5 million or 90% of
eligible accounts receivable as defined and adjusted in the agreement. The revolving line of credit was available
through January 26, 2004. Advances under the revolving line of credit may have been repaid and re-borrowed at any
time prior to the maturity date. The loan and security agreement was collateralized by substantially all of our
tangible and intangible assets and was subject to compliance with covenants, including minimum liquidity coverage,
minimum quick ratio and maximum quarterly operating losses adjusted for interest, taxes, depreciation, amortization
and other non-cash charges. We were also prohibited from paying any dividends without the bank’s prior written
consent. In April 2004, the balance due under this agreement (exclusively related to the term loan) of $1.8 million
was paid in full. In addition, in May 2003, we entered into a loan agreement with a vendor, in the amount of $0.7
million, to finance certain fixed assets. The loan was being repaid with quarterly principal payments of
approximately $0.1 million plus interest at 2.5% with the final payment due in April 2005. In December 2004, the
balance due under this agreement of $0.2 million was paid in full. In April 2004 we entered into a credit agreement
with another bank for a revolving line of credit, which expires in April 2006. Qutstanding advances under the
revolving line of credit are limited to $15.0 million. Advances under the revolving line of credit bear interest at 0.5%
below the bank’s prime rate and may be repaid and re-borrowed at any time prior to the maturity date. At
December 31, 2004, the Company did not have an outstanding balance under the revolving line of credit, however
$0.2 million of the line of credit was securing letters of credit. The credit agreement is collateralized by substantially
all of our tangible and intangible assets and is subject to compliance with covenants, including minimum liquidity
coverage, minimum tangible net worth and positive adjusted EBITDA defined as quarterly net income (loss)
adjusted for interest, taxes, depreciation, amortization and other non-cash charges. We are also prohibited from
paying any dividends without the bank’s prior written consent. At December 31, 2004, we were in compliance with
all financial loan covenants.

We also receive funds from time to time from the exercise of options or similar rights to purchase shares of
our common stock. We have no other material external sources of liquidity.

We have generated positive cash flows from operations for thirteen consecutive quarters and we expect to
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continue to generate positive cash flows from operations in the near term. While we expect to continue to generate
positive cash flows from operations in the near term, such cash flows may be less than the amounts recorded in prior
quarters. Looking ahead, we do not anticipate any debt service payments in 2005 as a result of the early retirement
of our outstanding debt obligations, unless we decide to incur new debt or borrow on our line of credit. We expect
capital expenditures in 2005 to be comparable with 2004. We also expect proceeds from the exercise of common
stock options; however, it is not possible to estimate the impact those proceeds will have on our cash flow in 2005.

We obtain a significant portion of our liquidity from operating cash flows. Our customer base consists of a
large number of geographically dispersed customers diversified across several industries. No single customer
accounted for greater than 10% of our total revenue in any one quarter of 2004 or for the year. At December 31,
2004, the Company had a receivable, all of which was current, due from Qwest Communications International, Inc.
of $1.2 million or 11.6% of the Company’s total accounts receivable balance at such date. Our five largest customers
represented $17.5 million or 23.3% of our total 2004 revenue and also represented $2.3 million or 22.7% of our total
accounts receivable balance at December 31, 2004. The sixth through twenty-fifth largest customers represented
$11.1 million or 14.7% of our total 2004 revenue. A significant change in the liquidity or financial position of one of
our larger customers could have a material adverse impact on our operating cash flows. In addition, a decrease in
their use of our services may adversely impact our future operating results. For example, Oracle Corporation, whose
purchases accounted for a significant portion of our revenue in the first and second quarters of 2004, significantly
reduced its use of our conferencing services as it completed the transition of substantially all of its conferencing to
an internal conferencing system in the third quarter of 2004.

As of December 31, 2004, our purchase commitments for bandwidth usage and telephony services and
equipment were approximately $8.2 million and will be expended over the next two years. Some of these agreements
may be amended to either increase or decrease the minimum commitments during the lives of the respective contracts.
In September 2003 we entered into an agreement with our primary conferencing bridge provider pursuant to which
we made a commitment to purchase a certain amount of equipment through December 2005. This commitment was
contingent on certain functionality being available in the equipment by May 12, 2004, which did not occur. As a
result, we notified the conferencing bridge provider that we terminated our remaining commitment, as well as the
agreement for material breach. The total remaining commitment that we terminated as of December 31, 2004 was
approximately $6.1 million. Cur vendor disputes this position, has threatened litigation and may seek to recover the
alleged $6.1 million remaining contractual commitment.

We lease office facilities under various operating leases that expire through 2009. Total future minimum lease
payments, under all operating leases, as of December 31, 2004, are approximately $5.4 million. We have subleased six
of these facilities and future minimum sublease receivables for all subleased facilities, as of December 31, 2004,
approximate $0.7 million that we expect to receive through September 2005.

Our contractual obligations and commitments to make future payments as of December 31, 2004 are as
follows (in thousands):

Payments Due by Period

Total Less than 1 1-3 vears 3-5 years Over S vears
year
Dbt it § — f — 8 — s — $ —
Operating leases, exclusive of sublease
reCEiVADIES (oot 5,420 2,026 1,946 1,448 —
Purchase obligations...........ccceeeveeceninnninrieere e, 8.174 7.545 629 — —
Total contractual obligations and commitments......... $ 13,594 $ 9,571 § 2575 $1.448 5 —

Not included in the contractual commitments schedule above are employment commitments we have made to
certain current and former officers of the Company. See note 8(c) and 8(d) to the financial statements. Typically, the
amount that may be paid and the timing of such a payment are not known with certainty. At December 31, 2004 our
total employment-related commitments were approximately $4.0 million.

Not included in the contractual commitments schedule above is the equipment purchase commitment we
terminated in the second quarter of 2004. See Note 8(b) to the financial statements. Our vendor has disputed our
position with respect to the termination. The total remaining commitment that we terminated as of December 31,
2004 was approximately $6.1 million, which would have been required to be expended in 2005.
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We currently anticipate that existing cash resources and our new revolving line of credit facility will be
sufficient to fund our anticipated working capital and capital expenditure needs into the foreseeable future. We base our
expenses and expenditures in part on our expectations of future revenue levels. If our revenue for a particular period is
lower than expected, we may take steps to reduce our operating expenses accordingly. If cash generated from
operations is insufficient to satisfy our hquidity requirements, we may seek to sell additional public or private equity
securities, borrow on our revolving line of credit or obtain additional debt financing. Additional financing may not be
available at all or, if available, may not be obtainable on terms favorable to us. If we are unable to obtain additional
financing, we may be required to reduce the scope of our planned operations, which could harm our business, financial
condition and operating results. Additional financing may also be dilutive to our existing stockholders.

Critical Accounting Policies and Estimates

We prepare our consolidated financial statements in conformity with accounting principles generally
accepted in the United States of America. As such, we are required to make certain estimates, judgments and
assumptions that we believe are reasonable based upon the information available. These estimates and assumptions
affect the reported amounts of assets and liabilities at the date of the financial statements and the reported amounts
of revenues and expenses during the periods presented. Actual results could differ from those estimates. Our
significant accounting policies are described in note 1 to the consolidated financial statements. Not all of these
significant accounting policies require us to make difficult subjective or complex judgments or estimates. An
accounting estimate is considered to be critical if it meets both of the following criteria; the estimate requires
assumptions about matters that are highly uncertain at the time the accounting estimate is made, and different
estimates reasonably could have been used or changes in the estimate that are reasonably likely to occur from period
to period may have a material impact on our financial condition and results of operations. Our critical accounting
estimates include the accounts receivable allowance for doubtful accounts, useful lives of depreciable and intangible
assets and their recoverability, the assessment of goodwill and its recoverability and the valuation allowance for net
deferred tax assets.

The significant accounting policies which we believe are the most critical to aid in fully understanding and
evaluating our reported financial results include the following:

Accounts Receivable

We perform periodic credit evaluations and continuously monitor collections and payments from our
customers. We maintain an allowance for doubtful accounts based upon our historical experience and any specific
customer collection issues that we have identified. While our doubtful accounts have historically been within our
expectations and the provisions established, we cannot guarantee that we will continue to experience doubtful
accounts at the same rate as we have in the past. Our accounts receivable is currently diverse and is comprised of
numerous geographically dispersed customers who are dispersed across many different industries. However, our five
largest customers representing $17.5 million or 23.3% of total 2004 revenue also represented $2.3 million or 22.7 %
of our total December 31, 2004 accounts receivable balance. A significant change in the liquidity or financial
position of one of our larger customers could have a material adverse impact on the collectability of our accounts
receivables, the adequacy of our allowance for doubtful accounts and our future operating results. We cannot predict
with certainty future changes in the financial stability of our customers and as such actual future losses from
uncollectible accounts may differ from our estimates. In the event we determine that a smaller or larger allowance
for doubtful accounts is appropriate, we will record a credit or charge to sales and marketing expense in the period in
which such determination is made.

Long-Lived Assets and Their Recoverability

Effective January 1, 2002, we adopted SFAS 144, “Accounting for the Impairment or Disposal of Long-
Lived Assets”. Under SFAS 144, long-lived assets, other than goodwill, are reviewed for impairment whenever
events or changes in circumstances indicate that the carrying amount of the assets might not be recoverable.
Conditions that would necessitate an impairment assessment include a significant decline in the observable market
value of an asset, a significant change in the extent or manner in which an asset is used, or a significant adverse
change that would indicate that the carrying amount of an asset or group of assets is not recoverable. For long-lived
assets to be held and used, we recognize an impairment loss only if its carrying amount is not recoverable through its
undiscounted estimated cash flows and we measure the impairment loss based on the difference between the
carrying amount and fair value. Long-lived assets held for sale are reported at the lower of their carrying value or
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fair value less costs to sell. In 2002, we identified and removed from service equipment that was no longer required or
had become obsolete. The asset write-offs were determined under the long-lived assets to be disposed of by sale model
described above. We completed the sale and disposal of the assets in 2003. In connection with the plan of disposal, the
carrying amount of the assets exceeded the fair value of the assets less costs to sell, and as a result, we recorded an
impairment loss of $0.2 million in the fourth quarter of 2002. We did not record any asset impairment losses in 2003 or
2004,

Goodwill

Effective January 1, 2002, we adopted the provisions of SFAS 142 which requires that purchased goodwill
and certain indefinite-lived intangibles no longer be amortized, but instead be tested for impairment at least
annually. SFAS 142 requires a two-phase approach for impairment testing of goodwill. The first phase screens for
impairment, while the second phase (if necessary) measures the impairment. In 2004, 2003 and 2002, we completed
our first phase impairment analysis and did not find indication of impairment of our recorded goodwill; accordingly,
the second testing phase was not necessary in each year. In assessing the recoverability of goodwill, we must make
assumptions regarding estimated future cash flows and profitability to determine fair value. The valuation
techniques that we consider include a weighted average multiple of revenue, a weighted average multiple of cash
flow, our stock market capitalization and the book value of our assets. Our stock has been and continues to be
volatile. We do not believe stock market capitalization alone, particularly given the volatility in our stock price, is a
good indicator of impairment. As such, we will continue to monitor the volatility in our stock price and the resulting
market capitalization, as well as all of our other impairment indicators, and will continue to assess their collective
impact on our recorded goodwill. If our estimates or their related assumptions change in the future, we may be
required to record charges for impairment of goodwill in the future and there can be no assurances that our goodwill
will not be impaired in the future.

At December 31, 2004, we had approximately $45.6 million in goodwill subject to the impairment testing
provisions of SFAS 142,

Income Tax Valuation Allowances

Currently, we have recorded a valuation allowance equal to our net deferred tax asset. We review our
deferred tax assets on an ongoing basis for realizability. While we generated net income for five consecutive
quarters ended December 31, 2003 we incurred net losses in each quarter of 2004 and believe there currently is not
enough positive evidence to support a conclusion that it is more likely than not that we will utilize some or all of our
deferred tax assets. When we determine there is enough positive evidence to support a conclusion that it is more
likely than not that we will realize some or all of our deferred tax assets, we will reduce the valuation allowance on
our deferred tax assets, which will increase net income in the period in which such determination is made. Positive
evidence to support a conclusion that our deferred tax assets are realizable includes, but is not limited to, generating
net income in consecutive quarters and projections for taxable income sufficient to utilize our deferred tax assets.

Stock-based compensation

Our stock compensation expense is comprised of the following: (a) the amortization of deferred
compensation resulting from the grant of stock options or shares of restricted stock to employees and board
members at exercise or sale prices deemed to be less than fair value of the common stock at grant date, net of
forfeitures related to such employees who terminated service while possessing unvested stock options, as these
terminated employees have no further service obligations; (b) the intrinsic value of modified stock options or
restricted stock awards, measured at the modification date, for the number of awards that, absent the modification,
would have expired unexercisable; (c) the intrinsic value of restricted stock awards to employees and directors, (d)
deferred stock-based compensation associated with the acquisition of InterAct Conferencing, LLC and
(e) compensation related to options granted to non-employees.

We currently account for our stock option plans in accordance with the provisions of Accounting Principles
Board (APB) Opinion 25, “Accounting for Stock Issued to Employees”, and related interpretations. As such,
compensation expense is recorded on the date of grant only if the current market price of the underlying stock
exceeds the exercise price, the intrinsic value method. Under SFAS 123, “Accounting for Stock-Based
Compensation”, entities are permitted to recognize as expense, over the vesting period, the fair value of all stock-
based awards on the date of grant. Alternatively, SFAS 123 also allows entities to continue to apply the provisions

28




of APB Opinion 25 and provide pro forma net income (loss) disclosures for employee stock option grants as if the
fair-value-based method defined in SFAS 123 had been applied. We have elected to continue to apply the provisions
of APB Opinion 25 and provide the pro forma disclosures required by SFAS 123. All stock-based awards to non-
employees are accounted for at their fair value in accordance with SFAS 123 and related interpretations.

Recent Accounting Pronouncements

In December 2004, the Financial Accounting Standards Board (FASB) issued SFAS No. 123 (revised
2004), Share-Based Payment. — SFAS 123(R) is a revision of FASB Statement No. 123 “Accounting for Stock-
Based Compensation” and supersedes APB Opinion No. 25, “dccounting for Stock Issued to Employees”, and
amends SFAS No. 95, “Statement of Cash Filows”. SFAS No. 123(R) requires all share-based payments to
employees, including grants of employee stock options to be recognized in the income statement based on their fair
values. The amount of compensation cost will be measured based on the grant-date fair value of the equity or
liability instruments issued. Compensation cost will be recognized over the period that an employee provides service
in exchange for the award. Pro forma disclosure is no longer an alternative. The provisions of this statement will
become effective in our third quarter commencing on July 1, 2005.

SFAS 123(R) permits public companies to adopt its requirements using one of two methods:

1. A “modified prospective” method in which compensation cost is recognized beginning with the
effective date (a) based on the requirements of SFAS 123(R) for all share-based payments granted after the
effective date and (b) based on the requirements of SFAS 123 for all awards granted to employees prior to
the effective date of SFAS 123(R) that remain unvested on the effective date.

2. A “modified retrospective” method which includes the requirements of the modified
prospective method described above, but also permits entities to restate based on the amounts previously
recognized under SFAS 123 for purposes of pro forma disclosures either (a) all prior periods presented or
(b) prior interim periods of the year of adoption.

We have not determined the method we will use when we adopt SFAS 123(R).

As permitted by SFAS 123, we currently account for share-based payments to employees using
Opinion 25’s intrinsic value method and, as such, generally recognize no compensation cost for employee stock
options. Accordingly, the adoption of SFAS 123(R)’s fair value method will have a significant impact on our results
of operations, although it will have no impact on our overall financial position or cash flows. The impact of the
adoption of SFAS 123(R) cannot be predicted with certainty at this time because it will depend on levels of share-
based payments granted in the future. SFAS 123(R) also requires the benefits of tax deductions in excess of
recognized compensation cost be reported as a financing cash flow, rather than as an operating cash flow as required
under current literature. This requirement will reduce net operating cash flows and increase net financing cash flows
in periods after adoption and we have not assessed the impact of this provision in the context of our net operating
loss carryforwards.

In December 2004, the Financial Accounting Standards Board (FASB) issued SFAS No. 153, “Exchanges
of Nonmonetary Assets — an amendment of APB opinion No. 29.” SFAS No. 153 eliminates the fair value exception
in APB 29 for nonmonetary exchanges of similar productive assets and replaces it with a general exception for
exchanges of nonmonetary assets that do not have a commercial substance. A nonmonetary exchange is deemed to
have commercial substance if the future cash flows of the entity are expected to change significantly as a result of
the exchange. The provisions of this statement will become effective in our third quarter commencing on July 1,
2005. Management does not believe adoption of this statement will have a material impact on the Company’s
financial position, results of operations or cash flows.
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Risk Factors That May Affect Our Operating Results and The Market Price Of Our Common Stock

You should carefully consider the risks described below. The risks and uncertainties described below are not
the only ones we face. If any of the following risks actually occur, our business, financial condition or results of
operations could be materially and adversely affected. In that case, the trading price of our common stock could
decline, and you may lose all or part of your investment.

You should not rely on forward-looking statements because they are inherently uncertain.

This document contains certain forward-looking statements that involve risks and uncertainties. We use words
such as “anticipate,” “believe,” “expect,” “future,” “intend,” “plan” and similar expressions to identify forward-looking
statements. These statements are only predictions. Although we believe that the expectations reflected in these
forward-looking statements are reasonable, we cannot guarantee future results, levels of activity, performance or
achievements. You should not place undue reliance on these forward-looking statements, which apply only as of the
date of this document. Our actual results could differ materially from those anticipated in these forward-looking
statements for many reasons, including the risks faced by us and described on the following pages and elsewhere in this
document. We assume no obligation to update the forward-looking statements included in this document.

We believe it is important to communicate our expectations to our investors. However, there may be events in
the future that we are not able to predict accurately or over which we have no control. The risk factors listed below, as
well as any cautionary language in this document, provide examples of risks, uncertainties and events that may cause
our actual results to differ materially from the expectations we describe in our forward-looking statements. Before you
invest in our common stock, you should be aware that the occurrence of the events described in these risk factors and
elsewhere in this document could have a material adverse effect on our business, operating results, financial condition
and stock price.

We have a history of losses and we may not achieve or maintain profitability.

Our operating costs have exceeded our revenue in each year since our inception in April 1997, except for the
fiscal year 2003. We have incurred cumulative net losses of approximately $171.7 million from our inception through
December 31, 2004. Although we have projected to report net income in the first quarter of 2005, there can be no
assurance that we will achieve or maintain profitability in the future, particularly if existing or future competitors
decrease our market share, if price pressure increases, if our next-generation services do not achieve widespread market
acceptance, if such services reduce our revenue from our existing services, if our revenue from web-related services
does not substantially increase, or if we are unable to increase our market share as the web conferencing market grows.
If we are not able to significantly increase revenue, we may not be able to maintain or increase our sales and marketing,
research and development, or other operating expenses, and as a result, we may be unable to continue our operations as
currently planned. Increasing our revenue may be difficult for us to do as a result of increased competition, price
pressure and other risk factors described in this section.

We have a limited operating history, which makes it difficult to evaluate our business.

We have a limited operating history and you should not rely on our recent results as an indication of our future
performance. We were incorporated in April 1997 and first recorded revenue in January 1998. We began commercially
offering our Reservationless Conferencing service in April 1999, our Web Conferencing Pro service in June 2000, our
Operator-Assisted Conferencing service in the first quarter of 2003 and Raindance Meeting Edition in March 2004. In
January 2001, we restructured our company to focus solely on our conferencing services. In connection with this
restructuring, we made significant changes to our services and growth strategies, our sales and marketing plans, and
other operational matters, including a significant reduction in our employee base. As a result, we have a limited
relevant operating history and it may be difficult to evaluate an investment in our company, and we cannot be certain
that our business model and future operating performance will yield the results that we intend. As such, we may be
required to restructure our company and operations in the future. In addition, the rapidly changing nature of the web
conferencing market makes it difficult or impossible for us to predict future results, and you should not expect our
future revenue growth to equal or exceed historical growth rates. There are a number of factors described in this section
that could cause fluctuations in our operating results in any particular period. If any of these risks are not within our
control or we are otherwise unable to address these risks in a cost-effective manner or at all, our operating results will
be harmed.
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We may fail to meet market expectations because of fluctuations or lack of growth in our quarterly operating results,
which would cause our stock price to decline.

As a result of our limited operating history, increased competition, the rapidly changing market for our
services, price pressure and the other risks described in this section, our quarterly operating results have varied
significantly from period to period in the past and are likely to continue to vary significantly in future periods. More
recently, our quarterly operating results have declined. For example, our quarterly net loss ranged between $0.4
million and $1.9 million in the four quarters ended December 31, 2004 and our 2004 quarterly revenue ranged between
$19.6 million in the first quarter and $18.0 million in the fourth quarter. Many of the factors that affect our quarterly
operating results are beyond our control, such as increased competition, pricing pressure and market demand for our
services. Cur ability to license software may also contribute to such fluctuations. For example, in the third and fourth
quarters of 2003, we recognized a significant portion of our revenue from a non-recurring software license.
Licensing opportunities have traditionally arisen infrequently, are difficult to predict, and currently, we do not have any
software licensing revenue projected. Additionally, we expect our results will fluctuate based on seasonal sales
patterns. Our operating results have shown decreases in our usage-based services around certain times, such as spring,
summer, Thanksgiving, December and New Year holidays. We expect that our revenue during these seasons will not
grow at the same rates as compared to other periods of the year because of decreased use of our services by business
customers. As a result of these factors and other risks described in this section, our quarterly operating results are
difficult to predict and may not meet the expectations of securities analysts or investors. If this occurs, the price of our
common stock would decline.

A high percentage of our revenue is attributable to repeat customers, none of whom are obligated to continue to use
our services. The failure of continued use of our services by existing customers could harm our operating results
and cause our stock price to decline.

A high percentage of our revenue is attributable to repeat customer usage of our services. Our customers are
not obligated to continue to use our services as we provide our services largely on a usage-based pricing model. In the
year ended December 31, 2004, 91.1% of our revenue was usage-based. In addition, customers have no obligation to
renew subscription contracts with us. As a result, our inability to retain existing customers and sustain or increase their
usage of our services could result in lower than expected revenue, and therefore, impact our ability to achieve or
maintain profitability, and cause our stock price to decline. In addition, because many of our customers have no
continuing obligations with us, we may face increased downward pricing pressure that has caused, and will continue to
cause, a decrease in our gross margins. The reasons we have lost customers have included the failure of our software
or systems to meet customers’ performance expectations or requirements, customers’ decision to purchase competitive
products or services for reasons such as lower price, greater brand recognition and broader features and functionality, or
the lack of significant efforts required to educate our customers about the benefits of our services.

A significant portion of our revenue is attributable to large customers that have no obligation to continue to use our
services.

We target our services to large companies and as a result, we may experience an increase in customer
concentration. For example, our top five customers accounted for 20.8% and 23.3% of our revenue in the quarter and
year ended December 31, 2004, respectively. The sixth through twenty-fifth largest customers represented 14.7% of
our revenue in both the quarter and year ended December 31, 2004, respectively. These large customers have no
obligation to continue to use our services. For example, Oracle Corporation was a large customer of ours,
representing 5.1% of our revenue in the second quarter of 2004, and then significantly reduced the use of our services
as it completed its transition of substantially all of its conferencing to an internal conferencing system in the third
quarter of 2004. If any of our large customers stop using our services or are unable to pay their debts as they become
due, our operating results will be harmed, our revenue will be negatively impacted, and our ability to achieve or
maintain profitability would be negatively impacted. For example, we have a significant receivable due from Qwest
Communications International, Inc. at December 31, 2004, which was approximately $1.2 million or 11.6% of the
Company’s total accounts receivable balance.

Our operating expenses may increase, and if our revenue does not increase, our operating results will be negatively
impacted.

We may increase sales and marketing, research and development and other operating expenses, particularly
as we continue developing our next-generation services and architecture. We project expenses in part on our
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estimates of future revenue. If our revenue for a particular period is lower than we expect, we may be unable to
reduce our operating expenses for that period or at all, in which case our operating results and ability to achieve or
maintain profitability would be negatively impacted.

We have experienced significant pricing pressure, which is expected to continue and has negatively impacted our
financial results.

The prices for our services are subject to rapid and frequent changes, particularly our Reservationless
Conferencing service. For example, our average price per usage based minute for this service declined by 5.4% in the
year ended December 31, 2004. In many cases, competitors provide their services at significantly reduced rates, for free
or on a trial basis in order to win customers. In addition, telecommunications providers enjoy lower telephony costs as
a result of their ownership of the underlying telecommunications network. As a result, these carriers can offer services
similar to ours at substantially reduced prices. Due to competitive factors and the rapidly changing marketplace, we
have reduced our pricing in many circumstances and expect we will be required to further reduce our pricing structure
in the future. Audio conferencing-only revenue constituted 82.5% of our revenue in the fourth quarter of 2004 and we
expect that audio-conferencing-only revenue will continue to constitute the vast majority of our revenue in the near
term. As such, significant pricing pressure has negatively impacted, and will continue to negatively impact, our
financial results.

The growth of our business substantially depends on our ability to successfully develop and introduce new services and
features in a timely manner.

Our growth depends on our ability to develop leading-edge web conferencing services and features. For
example, we recently released our Raindance Meeting Edition service and our SwitchTower technology in March
2004; however, we will need to release additional features, functionalities and services to remain competitive in the
market. Many companies, including some of our competitors, are utilizing less costly resources in China and India to
develop and enhance their products and services. As a result, our competitors are able to develop and introduce
additional products, services and features more quickly and more cost-effectively than we can. If the services and
features we develop fail to achieve widespread market acceptance or fail to generate significant revenue to offset
operational costs, our financial results may be harmed and we may not be able to achieve or maintain profitability. In
addition, we have experienced development delays and cost overruns in our development efforts in the past and we
may encounter these problems in the future. Delays and cost overruns could affect our ability to respond to
technological changes, evolving industry standards, competitive developments or customer requirements.

In addition, our ability to introduce new services and features may depend on our ability to license or
otherwise acquire technologies from third parties. In such cases, we may be unable to identify suitable candidates or
come to terms acceptable to us, particularly if such need arises from an intellectual property dlspute We also may
not be able to successfully alter the design of our systems to integrate new technologies.

Qur next-generation services may impact the revenue we receive from existing services.

Our Raindance Meeting Edition and other next-generation services may negatively impact the revenue we
receive for our existing services, particularly our Web Conferencing Pro services. While we intend to continue to sell
our Web Conferencing Pro services, this service may lose market share due to the vast majority of our resources being
expended on our next-generation services and this product becoming obsolete. In the event that we are unable to
develop our next-generation services in a timely manner, and if such next-generation services do not generate
significant revenue to offset any declining revenue from Web Conferencing Pro services, our financial performance
could be negatively affected, particularly revenue, gross margins and our ability to achieve or maintain profitability.

Competition in the web conferencing services and software market is intense and we may be unable to compete
successfully, particularly as a result of recent announcements from large software companies.

The market for web conferencing services and software is relatively new, rapidly evolving and intensely
competitive. Competition in our market will continue to intensify and competitors are investing significant resources
to develop, market and sell competitive services. As a result, we have experienced in the past and may continue to
experience further price reductions, reduced sales, revenue and margins, and reduced acceptance of our services. As
an integrated provider of web and audio conferencing services, we compete with stand-alone providers of web
conferencing and traditional teleconferencing services. In the web conferencing services market our principle
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competitors include Centra Software, Cisco Systems, Genesys, IBM, Macromedia, Microsoft and WebEx. Our
principle competitors in the teleconferencing market include AT&T, Global Crossing, MCI, Premiere Global
Services (formerly PTEK), Sprint and West Corporation. Some of our competitors have entered or expanded their
positions in the conferencing market by acquiring competitors of ours. For example, Microsoft acquired Placeware,
Cisco Systems acquired Latitude Communications, and West Corporation acquired Intercall. In addition, some large
software companies, such as Cracle, IBM, Citrix and Macromedia, are also providing web conferencing products in
addition to their software offerings. These large companies have expended significantly greater resources
developing, enhancing, marketing and selling conferencing services and/or software that directly compete with our
offerings, and because these companies can leverage widespread use of their products and services by existing
customers to capture market share in the conferencing market, our market share as well as our revenue may
significantly decline. In addition, Oracle, which was a large customer of ours, significantly reduced its use of our
services as it completed the transition to an internal conferencing system in the third quarter of 2004,

Other competitors or potential competitors may enter or expand their positions in the conferencing market
by acquiring one of our competitors, by forming strategic alliances with these competitors or by developing an
integrated offering of services. We also compete with resellers of web and audio conferencing services. There are
also a number of private companies that have entered or may enter the web conferencing market. Many of our
current and potential competitors have larger and more established customer bases, longer operating histories, greater
name recognition, broader service offerings, more employees and significantly greater financial, technical, marketing,
public relations and distribution resources than we do. As a result, these competitors may be able to spread costs across
diversified lines of business, and therefore, adopt aggressive strategies, such as reduced pricing structures and large-
scale marketing campaigns, that reduce our ability to compete effectively. Telecommunication providers, for example,
enjoy lower telephony costs as a result of their ownership of the underlying telecommunication network. Many more
companies have entered and will continue to enter this market and invest significant resources to develop conferencing
services that compete with ours. These current and future competitors may also offer or develop products or services
that perform better than ours and as a result capture market share that may reduce our share as well as our revenue.

In addition, acquisitions or strategic partnerships involving our current and potential competitors could harm
us in a number of ways. For example:

° competitors could acquire or partner with companies with which we have distribution relationships
and discontinue our partnership, resulting in the loss of distribution opportunities for our services;

° competitors could be acquired by or enter into strategic relationships with third parties that have
greater resources and experience than we do, such as the Cisco/Latitude, Microsoft/Placeware, and
West/Intercall acquisitions, thereby reducing our ability to compete with such competitors; or

° competitors could acquire or partner with our key suppliers, such as the acquisition of Voyant
Technologies, our primary conferencing bridge supplier, by Polycom, Inc.

Our sales cycle makes it difficult to predict our quarterly operating results.

Our sales cycle varies from several weeks to several months depending on the type and size of customer
approached. Oftentimes, potential customers require approvals from multiple decision makers within their
organizations. In addition, since most of our services are provided on a usage-based pricing model, it generally
takes several weeks or months before our services are ramped for use within an organization. We also have
experienced long sales cycles because we need to educate customers on the benefits of our web conferencing
services, particularly Raindance Meeting Edition. These variables make it difficult for us to predict if and when our
services will be adopted and used by our customers. As a result, our quarterly operating results are difficult to
predict.

We have limited marketing, branding and lead-generation efforts, which may not be successful.

We believe that significant marketing efforts are required to achieve brand recognition, to educate
customers and potential customers on the benefits of our services, and to increase adoption of our services. We have
limited resources, however, to support marketing, branding and lead generation efforts. As such, our current and
planned marketing efforts may not be sufficient or successful to achieve the results we intend. As a result, our
business may be impacted, which may require us to further reduce investments in marketing.
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In the third and fourth quarters of 2003, we recognized a significant portion of our revenue from a non-recurving
software license.

We recognized $1.1 million and $2.9 million in revenue in the third and fourth quarters of 2003,
respectively, associated with the sale of a Web Conferencing Pro license to Voyant Technologies, which was
subsequently acquired by Polycom. The software license fees associated with this license will not recur. Licensing
opportunities have traditionally arisen infrequently, are difficult to predict and currently we do not have any
software licensing revenue projected in the near term. In addition, by licensing software we may have created an
opportunity for Voyant/Polycom to compete against us, which may reduce our market share, harm our competitive
position, and create further price pressure. As a result, our operating and financial performance may be harmed.

QOur business and operating results may suffer if we fail to establish distribution relationships or if our distribution
partners do not successfully market and sell our services.

For the quarter ended December 31, 2004, 20.6% of our revenue was attributable to our indirect service
customers. These customers may not be obligated to distribute our services through their sales channels. In
addition, these customers may not be obligated to continue to use our services or renew any subscription agreements
with us. As a result, we cannot anticipate the amount of revenue we will derive from these relationships in the
future. Our inability to retain these customers and sustain or increase their distribution of our services could result in
significant reductions in our revenue or we may be required to reduce the price they pay for our services, and
therefore, reduce our margins and negatively affect our ability to achieve or maintain profitability.

If we fail to establish new distribution relationships in a timely manner or if our distribution partners do not
successfully distribute our services, our ability to achieve widespread adoption for our services will suffer and our
business and operating resuits will be harmed. Establishing these distribution relationships can take several months
or more. In some cases, our service limitations, such as our inability to offer branding capabilities to our resellers,
has prevented us and will continue to prevent us from establishing distribution relationships. Additionally, since the
vast majority our contracts with our distribution partners are usage-based, it typically takes several months or longer
before our distribution arrangements generate revenue. Our distribution partners are not prohibited from offering
and reselling the products and services of our competitors and may choose to devote greater resources to marketing
and supporting the products and services of our competitors.

Our largest conferencing bridge supplier has threatened litigation against us regarding a significant contract dispute.

In September 2003, we entered into an agreement with Voyant Technologies, subsequently acquired by
Polycom, our largest conferencing bridge supplier, pursuant to which we made a significant commitment to
purchase conferencing bridges through December 2005. This commitment was contingent on certain VolP
technology functionality being made available in the equipment by May 12, 2004, which did not occur. As a result,
we notified Voyant Technologies that we have terminated our remaining purchase commitment. Additionally, we
terminated the agreement for material breach. Voyant Technologies disputes our position, has threatened litigation
and may seek to recover the alleged $6.1 million remaining contractual commitment plus damages. Litigation could
require us to spend significant amounts of time and money to defend ourselves regardless of merit. If any of these
claims were to prevail, we could be forced to pay damages, comply with injunctions and divert management attention
and resources. Furthermore, this dispute may harm our relationship with this vendor and require that we seek
alternative sources for conferencing bridges, which may be difficult and expensive to integrate into our infrastructure.

We have been sued for breach of contract and unjust envichment and may be subject to additional litigation.

On May 17, 2004, a complaint was filed against us by iTalk, LLC in the District Court of Boulder County,
Colorado alleging breach of contract and unjust enrichment, seeking damages and injunctive relief regarding an
expired covenant not to compete in a license agreement entered into in March 1999. Raindance disputes plaintiff’s
claims and intends to defend against them vigorously. In addition, we may be subject to other litigation, including
from employees or former employees. In addition, if we hire employees from our competitors, these competitors
may claim that we have violated agreements with their former employees or otherwise violated the law. Litigation
could require us to spend significant amounts of time and money to defend ourselves regardless of merit. If any of
these claims were to prevail, we could be forced to pay damages, comply with injunctions and divert management
attention and resources.
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We have been sued for patent infringement in the past and may be subject to additional claims alleging patent and
intellectual property infringement in the future.

We have been sued for patent infringement in the past and may be subject to additional claims alleging patent
and intellectual property infringement in the future. As the number of competitors in our market grows, there is an
increased risk that the proprietary systems and software upon which our services rely may be increasingly subject to
third-party infringement claims. Our services may infringe issued third-party patents or other intellectual property
rights.  There may also be pending patent applications related to our services that we are unaware of since these
applications are not made public until issued. From time to time, we have received notices alleging that we infringe
issued third-party patents or other intellectual property rights. For example, in February 2005, we received a letter
on behalf of WebEx alleging that our Raindance Meeting Edition service infringes one or more claims of certain
WebEx patents. When this happens, we evaluate the allegations based on an investigation of the intellectual
property asserted against our services. In addition, we evaluate our ability to allege counterclaims. We may also
evaluate settlement opportunities, including licensing or cross-licensing arrangements that may include royalty
provisions or distribution restrictions, neither of which may be advantageous for our business. In some cases, these
matters result in litigation, which is expensive, time-consuming and could divert management’s attention and
resources. Claims of this nature could require us to spend significant amounts of time and money to defend ourselves,
regardless of their merit. If any of these claims were to prevail, we could be forced to pay damages, comply with
injunctions, or halt or delay distribution of our services while we reengineer them or seek licenses to necessary
intellectual property, which might not be available on commercially reasonable terms or at all.

Our competitors may be able to create systems with similar functionality to ours and third parties may obtain
unauthorized use of our intellectual property.

The success of our business is substantially dependent on the proprietary systems that we have developed. We
own five patents issued in the United States relating to features of our Web Conferencing Pro service. Other than these
issued patents, our proprietary systems are not currently protected by any patents and we may not be successful in our
efforts to secure additional patents for our proprietary systems. Our current patent claims may not be sufficient
enough to protect our technology. We also have thirteen pending patent applications in the United States covering
aspects of our existing and next-generation services and infrastrnucture. We may file more patent applications in the
future. There is no assurance that our current and future patent applications will result in any patents being issued. If
they are issued, any patent claims allowed may not be sufficient to protect our technology. In addition, any current
or future patents may be challenged, invalidated or circumvented and any right granted thereunder may not provide
meaningful protection to us. The failure of any patent to provide protection for our technology would make it easier
for other companies or individuals to develop and market similar systems and services without infringing upon any
of our intellectual property rights. To protect our intellectual property rights, we also rely on a combination of
trademarks, service marks, trade secrets, copyrights, and confidentiality agreements with our employees and third
parties, and protective contractual provisions.

These measures may not be adequate to safeguard the technology underlying our web conferencing services
and other intellectual property. Unauthorized third parties may copy or infringe upon aspects of our technology,
services or other intellectual property. Regardless of our efforts to protect our intellectual property, our competitors and
others may be able to develop similar systems and services without infringing on any of our intellectual property rights.
In addition, employees, consultants and others who participate in the development of our proprietary systems and
services may breach their agreements with us regarding our intellectual property and we may not have any adequate
remedies. Furthermore, the validity, enforceability and scope of protection for intellectual property such as ours in
Internet-related industries are uncertain and still evolving. We also may not be able to effectively protect our
intellectual property rights in certain countries. In addition, our trade secrets may become known through other means
not currently foreseen by us. If we resort to legal proceedings to enforce our intellectual property rights, the
proceedings could be burdensome and expensive, and as a result, negatively affect our financial results. Additionally, in
any litigation the outcome is uncertain.
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We substantially depend on a single supplier for conferencing bridges and a limited number of sources for telephony
services, the loss of which could cause significant delays and increased costs in providing services to our existing and
prospective customers.

We purchase substantially all of our conferencing bridges from a single supplier, Voyant Technologies, which
was acquired by Polycom. Any extended reduction, interruption or discontinuation in the supply of these bridges would
cause significant delays and increased costs in providing services to our existing and prospective customers. These
bridges form the basis of our audio conferencing infrastructure, upon which the majority of our services rely. In order
to continue to expand our infrastructure capacity, we must purchase additional components from this supplier. In the
fourth quarter of 2004, we reached 61% of our capacity during peak usage, whereas, we typically operate at 50% to
60% of capacity. In September 2003, we entered into an agreement with Voyant Technologies pursuant to which we
made a significant commitment to purchase a certain amount of conferencing bridges through December 2005. This
commitment was contingent on certain VolP technology functionality being made available in the equipment by
May 12, 2004, which did not occur. As a result, we notified Voyant Technologies that we have terminated our
remaining purchase commitment. Additionally, we terminated the agreement for material breach. If we are required
to find alternative sources for conferencing bridges, we may experience difficulty in integrating them into our
infrastructure and we could be required to expend significant money and resources, which may harm our operating
results.

We also have a limited number of sources for our telephony services, particularly due to the current routed
architecture of our audio conferencing network upon which the majority of our services rely. If these suppliers were to
terminate or interrupt their services, we may experience difficulties in obtaining alternative sources on commercially
reasonable terms or in integrating alternative sources into our technology platform. In addition, if we were required to
obtain these services from alternative sources, our cost of sales may substantially increase due to the limited amount of
suppliers.

Due to increased price compression in the conferencing industry, we may be required fo alter the architecture of our
audio conferencing network.

We have architected our audio conferencing network with conferencing bridges and telephony services to
automatically route calls into conferences. While more reliable, the cost of this routed architectural approach is more
expensive than a non-routed architecture. For example, the cost of purchasing routed telephony services is more
expensive than it would be to purchase non-routed telephony services. In addition, our costs of purchasing routed
telephony services have not decreased at the same rate as our prices have for Reservationless Conferencing. As a result
of this trend, our margins have declined and our net losses have increased, which could continue. In order to reduce
costs, we may be required to alter the architecture of our audio conferencing network to a non-routed network in order
to take advantage of lower priced telephony services. This would be expensive, as well as time-consuming, as we
would be required to purchase non-routed conferencing bridges and we could experience technical difficulties and
delays in doing so.

Qur transition to VoIP technology is subject to significant risks, delays and costs.

We recently announced that we intend to transition some of our long distance telephony traffic onto a VoIP
platform. As a result of this change, we become subject to significant risks, delays and costs. The costs associated
with a transition to a new service provider are substantial. For example, we have reengineered our systems and
infrastructure to accommodate our new service provider, and expect to continue to do so, which is both expensive
and time-consuming. In addition, we have experienced disruptions and delays in this transition. For example, our
primary bridge conferencing vendor did not have certain functionality available in conferencing bridges required for
this transition in the time periods we initially anticipated. As such, we expect our transition to a widespread VolP
platform to be delayed. There also may be unforeseen circumstances as a result of this transition that may cause
delays in transitioning our long distance telephony traffic. As a result of these delays, our ability to achieve or
maintain profitability may be negatively impacted. Any interruption in the delivery of our services may cause a loss
of revenue and a loss of customers.
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If any of the third party services that we use become unavailable to us, our services would be subject to significant
delays and increased costs.

We rely on third party services, such as Internet access, transport and long distance providers. These
companies may not continue to provide services to us without disruptions, at the current cost, or at all. The costs
associated with a transition to a new service provider would be substantial. We may be required to reengineer our
systems and infrastructure to accommodate a new service provider, which would be both expensive and
time-consuming. In addition, we have experienced disruptions and delays in our services in the past due to service
disruptions from these providers. Any interruption in the delivery of our services would likely cause a loss of revenue
and a loss of customers.

Our business will suffer if our systems or services fail or become unavailable.

A reduction in the performance, reliability or availability of our systems or services will harm our ability to
provide our services to our users, as well as harm our reputation. Some of our customers have experienced interruptions
in our services in the past due to service or network outages, periodic system upgrades and internal system failures.
Similar interruptions may occur from time to time in the future. Because our revenue depends largely on the number of
users and the amount of minutes consumed by users, our business will suffer if we experience frequent or extended
system interruptions or if our systems or services become unavailable. Our customers depend on the reliability of our
services and we may lose customers if we fail to provide reliable services for even a single communication event.

‘We maintain our primary data facility and hosting servers at our headquarters in Louisville, Colorado, and two
secondary data facilities in the Denver, Colorado metropolitan area. Our operations depend on our ability to protect
these facilities and our systems against damage or interruption from fire, power loss, water, telecommunications failure,
vandalism, sabotage and similar unexpected events. In addition, a sudden and significant increase in traffic on our
systems or infrastructure could strain the capacity of the software, hardware and systems that we use. This could lead to
slower response times or system failures. The occurrence of any of the foregoing risks could cause service interruptions
and, as a result, materially harm our reputation and negatively affect our revenue and our ability to achieve or maintain
profitability.

Our services are ofien used to share confidential and sensitive information and, as a result, if our security system is
breached, our business and reputation could suffer.

We must securely receive and transmit confidential information for our customers over public networks and
maintain that information on internal systems. Cur failure to prevent security breaches could damage our reputation,
and expose us to risk of loss or liability. If we fail to provide adequate security measures to protect the confidential
information of our customers, our customers may refrain from using our services or potential customers may not
choose to use our services, and as a result, our operating results would be harmed. Qur servers are vulnerable to
computer viruses, physical or electronic break-ins and similar disruptions, which could lead to interruptions, delays or
loss of data. We may be required to expend significant capital and other resources to protect against security breaches
or to alleviate problems caused by any breach. In addition, our internal systems are accessible to a number of our
employees. Although each of these employees is subject to a confidentiality agreement, we may be unable to prevent
the misappropriation of this information.

Our business may be harmed if our services do not work with the various hardware and software systems, including
corporate security measures, used by our customers.

We currently provide services to customers with various hardware and software systems, ranging from
legacy to next-generation applications and networking equipment. If our services are unable to support these diverse
platforms, and if we fail to modify our services to support new versions of these applications and equipment, our
services may fail to gain broad market acceptance, which would cause our operating results to suffer. For example,
usage of our Web Conferencing Pro services depends on computers being enabled with certain Java technology. There
are new computers being shipped without Microsoft’s operating systems incorporating this Java technology. As such,
our Web Conferencing Pro services will not work on these computers unless the user downloads the Java technology
separately, which may be impracticable and expensive. Furthermore, because of bandwidth constraints on corporate
intranets and concerns about security, our customers and potential customers may block reception of web services
like ours within their corporate environments. In order for customers to use our services, customers and users may
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need to reconfigure their corporate intranets, security measures and firewalls, Widespread adoption of our
technology and services depends on overcoming these obstacles.

If we do not increase the capacity of our infrastructure in excess of customer demand, customers may experience
service problems and choose not to use our services.

The amount of conferencing events we host has increased significantly. We must continually increase our
capacity consistent with our growth in usage. We generally utilize between 50% and 60% of our capacity based on
average usage. In the fourth quarter 2004, we reached 61% of our capacity during peak usage. To accommodate
increased customer usage and rapidly expand our operations requires a significant increase in the capacity of our
infrastructure. To increase capacity, we may need to order equipment with substantial development and
manufacturing lead times, which can sometimes be several months or longer. If we fail to increase our capacity in a
timely and efficient manner, customers may experience service problems, such as busy signals, improperly routed
conferences, and interruptions in service. Service problems such as these would harm our reputation, cause us to
lose customers and decrease our revenue, and therefore harm our ability to achieve or maintain profitability.
Conversely, if we overestimate our capacity needs, we will pay for more capacity than we actually use, resulting in
increased costs without a corresponding increase in revenue, which would harm our operating results.

We may pursue additional business relationships through acquisitions, joint ventures, or other investment prospects,
which may not be successful, and we may not realize the benefits of any acquisition, joint venture, or other investment.

We have limited experience in acquisition activities and may have to devote substantial time and resources in
order to complete acquisitions. There may also be risks of entering markets in which we have no or limited prior
experience. Further, these potential acquisitions, joint ventures and investments entail risks, uncertainties and potential
disruptions to our business. For example, we may not be able to successfully integrate a company’s operations,
technologies, products and services, information systems and personnel into our business. An acquisition may further
strain our existing financial and managerial controls, and divert management’s attention away from our other business
concerns. There may also be unanticipated costs associated with an acquisition that may harm our operating results and
key personnel may decide not to work for us. These risks could harm our operating results and cause our stock price to
decline.

In addition, if we were to make any acquisitions, we could, for example:

. issue equity securities that would dilute our stockholders;
. expend cash;

. incur debt;

. assume unknown or contingent liabilities; and

. experience negative effects on our results of operations.

Our failure to manage growth could cause increases in our operating costs, harm our ability to achieve or maintain
profitability, and therefore, decrease the value of our stock.

Despite our restructuring in January 2001, which resulted in, among other things, a significant reduction in the
size of our workforce, we have rapidly expanded since inception, and may continue to expand our operations and
infrastructure organically or through acquisitions. This expansion has placed in the past, and may place in the future, a
significant strain on our managerial, operational and financial resources and we may not effectively manage this
growth. Rapidly expanding our business would require us to invest significant amounts of capital in our operations and
resources, which would substantially increase our operating costs. As a result, our failure to manage our growth
effectively could cause substantial increases in our operating costs without corresponding increases in our revenue,
thereby harming our ability to achieve or maintain profitability. Also, our management may have to divert a
disproportionate amount of its attention away from our day-to-day activities and devote a substantial amount of time to
managing growth. In order to rapidly expand our business we may need to raise additional funds. Any future financing
we Tequire may not be available on a timely basis, in sufficient amounts or on terms acceptable to us. If we cannot
obtain adequate funds, we may not be able to grow, which could impact our ability to compete effectively.
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Ifwe do not attract and retain qualified management and personnel, our business may be harmed.

Cur success depends on our ability to attract and retain qualified management and personnel. Recently, we
hired a new Chief Executive Officer, Executive Vice President of Sales and Chief Marketing Officer. In addition, we
have hired a number of personnel in sales and marketing in connection with the substantial reorganization of those
groups in 2004. We may also continue to hire new personnel. If we are not successful in attracting and retaining a
substantial number of these individuals, our business may be disrupted, management time and resources may be
expended and, as a result, our financial results may be harmed. In addition, we rely on stock options to compensate
existing employees and attract new employees. We are currently not required to record stock-based compensation
charges if the employee's stock option exercise price equals or exceeds the fair value of our common stock at the
date of grant. However, the Financial Accounting Standards Board has issued its final standard relating to share-
based payments, including stock options and other equity incentives granted to employees. This change in
accounting policy will require us to record expense for the fair value of stock options granted, modified or settled in
fiscal periods beginning after June 15, 2005 and recognize compensation cost with respect to any unvested stock
options outstanding on July 1, 2005. Because of this change in accounting policy, we expect to reduce our reliance
on stock options as a compensation tool which could make it more difficult for us to attract and retain qualified
employees.

If we do not expand further internationally, our ability to attract and retain multi-national customers will be harmed
and as a result our business and operating results may be harmed.

We have attempted to expand into international markets and spent significant financial and managerial
resources to do so. In particular, we formed a joint venture with @viso Limited, a European-based venture capital firm,
to expand our operations to continental Europe and the United Kingdom. This joint venture failed and was recently
liquidated and dissolved.

In the fourth quarter of 2004, we expanded the capability of our Reservationless Conferencing service to offer
multi-national customers international 800 access to our service through a partner in certain countries. We have limited
experience in international operations and may not be able to compete effectively in international markets. In addition,
we face certain risks inherent in conducting business internationally, such as:

° difficulties in establishing and maintaining distribution channels and partners for our services;
° varying technology standards from country to country;

° uncertain protection of intellectual property rights;

° inconsistent regulations and unexpected changes in regulatory requirements;

° difficulties and costs of staffing and managing international operations;

° linguistic and cultural differences;

° fluctuations in currency exchange rates;

° difficulties in collecting accounts receivable and longer collection periods;

° imposition of currency exchange controls; and

° potentially adverse tax consequences.

In addition, our expansion into international markets may require us to develop specific technology that will
allow our current systems to work with international telephony systems. We may not develop this technology in a
timely manner, in a way to prevent service disruptions or at all.
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Our Reservationless Conferencing service may become subject to traditional telecommunications carrier regulation by
federal and state authorities, which would increase the cost of providing our services and may subject us to penalties.

We believe our Reservationless Conferencing service is not subject to regulation by the Federal
Communications Commission (FCC) or any state public service commission because the services integrate traditional
voice teleconferencing and added value Internet services. The FCC and state public service commissions, however,
may require us to submit to traditional telecommunications carrier regulations for our Reservationless Conferencing
service under the Communications Act of 1934, as amended, and various state laws or regulations as a provider of
telecommunications services. For example, in March 2004, we received a letter from the FCC Investigations and
Hearing Division of the Enforcement Bureau regarding filing requirements of telecommunications carriers. If the FCC
or any state public service commission seeks to enforce any of these laws or regulations against us, we could be
prohibited from providing the voice aspect of our Reservationless Conferencing service, which constitutes the vast
majority of our revenue, until we have obtained various federal and state licenses and filed tariffs. We believe we
would be able to obtain those licenses, although in some states, doing so could significantly delay our ability to provide
services. We also would be required to comply with other aspects of federal and state laws and regulations. Subjecting
our Reservationless Conferencing service to these laws and regulations would increase our operating costs, could
require restructuring of those services to charge separately for the voice and Internet components, and would involve
on-going reporting and other compliance obligations. We also might be subject to fines or forfeitures and civil or
criminal penalties for non-compliance.

We may be subject to assessment of state sales and other taxes for the sale of our services, license of technology or
provision of services, for which we have not accounted,

We may have to pay past sales or other taxes that we have not collected from our customers. For example, we
recently were audited by the Commonwealth of Massachusetts, Department of Revenue who claims that our
Reservationless Conferencing service is subject to sales tax in the Commonwealth of Massachusetts. We have formally
protested this assessment. Because we do not currently collect sales or other taxes on the sale of our services, our total
liability in the state of Massachusetts could be as much as $0.2 million based on the position taken by Massachusetts.
Additionally, more states may claim that we are subject to an assessment of sales or other taxes, in which case our total
liability may increase. Our business would be harmed if one or more states were to require us to pay sales or other taxes
on past sales of services, particularly because we may be unable to go back to customers to collect sales or other taxes
for past sales and may have to pay such taxes out of our own funds.

Our current stock compensation expense negatively impacts our earnings, and once we are required to report the
Jair value of employee stock options and employee stock purchase plans as an expense in conjunction with Financial
Accounting Standards Board 123R — Share-based Payment, our earnings will be adversely affected, which may
cause our stock price to decline.

Under our current accounting practice, stock compensation expense is recorded on the date of grant only if
the current market price of the underlying stock exceeds the exercise price. As of December 31, 2004 we had
approximately $1.0 million in deferred equity-based compensation expense. We expect this expense to be amortized
over five years and to negatively impact our ability to achieve or maintain profitability during that time. We
recorded approximately $0.9 million of this deferred stock-based compensation in January 2004 associated with the
issuance of 275,000 shares of restricted stock to our new president and chief executive officer. In addition, we issued
restricted stock grants for 348,000 shares of common stock on January 24, 2005 to certain executives and key
employees. The total amount of deferred stock-based compensation recorded was $0.8 million to be expensed
ratably over 4 years. Under current accounting practices and including the January 20035 restricted stock grants, $0.7
million of this deferred equity-based compensation will be recognized as an expense over the next year as certain
restricted stock grants vest. Effective July 1, 2005, we will be required to record compensation expense in the
financial statements for stock issued to employees based on the grant-date fair value of the equity issued. The
adoption of SFAS 123(R)’s fair value method will have a significant impact on our results of operations and as such,
our ability to achieve or maintain profitability will be negatively impacted, which may cause our stock price to
decline.

We disclose non-GAAP financial information.

We prepare and release quarterly unaudited and annual audited financial statements prepared in accordance
with generally accepted accounting principles (“GAAP”). We also disclose and discuss certain non-GAAP financial
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information in the related earnings release and investor conference call. This non-GAAP financial information
excludes certain non-cash expenses, consisting primarily of depreciation, the amortization of intangible assets and
stock-based compensation. We believe the disclosure of non-GAAP financial information helps investors meaningfully
evaluate the results of our operations. However, we urge investors to carefully review the GAAP financial information
included as part of our Quarterly Reports on Form 10-Q, our Annual Reports on Form 10-K, and our quarterly earnings
releases and compare the GAAP financial information with the non-GAAP financial results disclosed in our quarterly
earnings releases and investor calls.

Our corporate compliance program cannot guarantee that we are in compliance with all potentially applicable
regulations.

As a publicly traded company we are subject to significant regulations, including the Sarbanes-Oxley Act of
2002, some of which have either only recently been adopted or are currently proposals subject to change. While we
have developed and instituted a corporate compliance program based on what we believe are the current best practices
and continue to update the program in response to newly implemented or changing regulatory requirements, we cannot
assure that we are or will be in compliance with all potentially applicable regulations. For example, we cannot assure
that in the future our management will not find a material weakness in connection with its annual review of our internal
control over financial reporting pursuant to Section 404 of the Sarbanes-Oxley Act. We also cannot assure that we
could correct any such weakness to allow our management to assess the effectiveness of our internal control over
financial reporting as of the end of our fiscal year in time to enable our independent registered public accounting firm
to attest that such assessment will have been fairly stated in our Annual Report on Form 10-K to be filed with the
Securities and Exchange Commission or attest that we have maintained effective internal control over financial
reporting as of the end of our fiscal year. If we fail to comply with any of these regulations we could be subject to a
range of regulatory actions, fines, or other sanctions or litigation. In addition, if we must disclose any material
weakness in our internal control over financial reporting, this may cause our stock price to decline.

We are subject to risks associated with governmental regulation and legal uncertainties.

It is likely that a number of laws and regulations may be adopted in the United States and other countries with
respect to the Internet that might affect us. These laws may relate to areas such as:

° changes in telecommunications regulations;

° copyright and other intellectual property rights;

° encryption;

° personal privacy concerns, including the use of “cookies” and individual user information;
° e-commerce liability; and

° email, network and information security.

Changes in telecommunications regulations could substantially increase the costs of communicating on the
Internet or over VoIP networks. This, in turn, could slow the growth in Internet use or VoIP networks and thereby
decrease the demand for our services. Several telecommunications carriers are advocating that the Federal
Communications Commission regulate the Internet and VoIP networks in the same manner as other
telecommunications services by imposing access fees. Recent events suggest that the FCC may begin regulating the
Internet and VoIP networks in such a way. In addition, we operate our services throughout the United States and state
regulatory authorities may seek to regulate aspects of our services as telecommunication activities.

Other countries and political organizations are likely to impose or favor more and different regulations than
those that have been proposed in the United States, thus furthering the complexity of regulation. The adoption of such
laws or regulations, and uncertainties associated with their validity and enforcement, may affect the available
distribution channels for and costs associated with our services, and may affect the growth of the Intemnet or VoIP
networks. Such laws or regulations may therefore harm our business.
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Our stock price is volatile and this volatility may depress our stock price, result in litigation or indicate that our
goodwill is impaired, resulting in further declines to our stock price.

The stock market in general, and the stock price of our company in particular, have experienced extreme
price and volume fluctuations. For example, between January 1, 2002 and December 31, 2004 our stock has traded
as high as $6.30 and as low as $1.20 on the Nasdaq National Market. The volatility of our stock price can be due to
factors such as, fluctuating operating results, significant purchases and sales of our stock, announcements by us or
our competitors, changes in security analysts’ estimates of our performance, or our failure to meet analysts’
expectations. Many of these factors are beyond our control. In addition, broad market and industry factors may
negatively impact our stock price, regardless of our operating performance. Many companies that have experienced
volatility in their stock prices have been targets for securities class action litigation. If we were subject to any such
litigation, we could be required to expend substantial costs and resources, which could harm our business.
Additionally, one of the factors that we consider in determining a potential impairment of our goodwill is our stock
market capitalization. If our stock price declines and remains depressed for an extended period of time, our reported
goodwill could be materially adversely impaired which would require us to write down our goodwill, and this
charge may cause our stock price to decline further.
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ITEM TA. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

At December 31, 2004, we had no outstanding debt obligations. Future increases in interest rates could
increase the interest expense associated with future borrowings, including any advances on our revolving line of credit.
In April 2004 we entered into a credit agreement with a bank for a $15.0 million revolving line of credit that bears
interest at 0.5% below the bank’s prime rate and matures in April 2006, under which we would be exposed to the risk
that a material increase in interest rates could increase our interest expense to the extent that we make any future draw
downs on the revolving line of credit. At December 31, 2004, we did not have an outstanding balance under the
revolving line of credit, however $0.2 million of the line of credit was securing letters of credit. We are currently not
exposed to foreign currency risks, however, we may decide to make future investments that will subject us to this risk,
as well as additional market risk.

ITEM 8. CONSOLIDATED FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The financial statements and related notes thereto required by this item are listed and set forth herein
beginning on page F-1.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None.
ITEM 9A. CONTROLS AND PROCEDURES

Conclusions Regarding the Effectiveness of Disclosure Controls and Procedures

We maintain disclosure controls and procedures that are designed to ensure that information required to be
disclosed in the reports that we file under the Securities Exchange Act of 1934, as amended (“Exchange Act”), is
recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms, and
that such information is accumulated and communicated to our management, including our Chief Executive Officer
and Chief Financial Officer, as appropriate, to allow timely decisions regarding required disclosure about our
disclosure controls and procedures, as defined in Rule 13a-15(e) and 15d-15(e) under the Exchange Act.

Donald F. Detampel, Jr., our Chief Executive Officer and President, and Nicholas J. Cuccaro, our Chief
Financial Officer, evaluated the effectiveness of the design and operation of our disclosure controls and procedures
as of the end of the period covered by this Annual Report on Form 10-K. Based on that evaluation, they have
concluded that our disclosure controls and procedures are effective as of the end of such period.

Changes in Internal Controls

There have been no significant changes in our internal controls over financial reporting during the fiscal
quarter ended December 31, 2004 that have materially affected, or are reasonably likely to materially affect, our
internal control over financial reporting.

Management’s Report on Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial
reporting, as such term is defined in Exchange Act Rules 13a-15(f). Under the supervision and with the participation
of our management, including our principal executive officer and principal financial officer, we conducted an
evaluation of the effectiveness of our internal control over financial reporting as of December 31, 2004. In making
this assessment, we used the framework in Internal Control - Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission. Based on our evaluation under the framework in /nfernal
Control — Integrated Framework, our management concluded that our internal control over financial reporting was
effective as of December 31, 2004,

Our management’s assessment of the effectiveness of our internal control over financial reporting as of

December 31, 2004 has been audited by KPMG LLP, an independent registered public accounting firm, as stated in
their report which appears on page F-3 of this Annual Report on Form 10-K.
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ITEM 9B. OTHER INFORMATION

Not applicable.
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PART III

ITEM 10. DERECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

Incorporated by reference to the section of the Company’s 2005 Definitive Proxy Statement to be filed with
the Securities and Exchange Commission within 120 days of December 31, 2004 entitled “Proposal 1—Election of
Directors” and the section entitled “Management.”

We have adopted the Raindance Code of Business Conduct and Ethics and the Audit Committee’s
“Whistleblower Policy”, each of which applies to all of our employees and directors. The code of business conduct
and ethics and whistleblower policy are available on our website at www.raindance.com. If we make any substantive
amendments to the code of business conduct and ethics or grant any waiver, including any implicit waiver, from a
provision of our code of business conduct and ethics to our Chief Executive Officer, Chief Financial Officer,
Principal Accounting Officer or a Director, we will disclose the nature of such amendment or waiver on that website
or in a report on Form 8-K. :

ITEM 11. EXECUTIVE COMPENSATICN
Incorporated by reference to the section of the Company’s 2005 Definitive Proxy Statement to be filed with
the Securities and Exchange Commission within 120 days of December 31, 2004 entitled “Executive
Compensation.”
ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
Incorporated by reference to the section of the Company’s 2005 Definitive Proxy Statement to be filed with
the Securities and Exchange Commission within 120 days of December 31, 2004 entitled “Security Ownership of
Certain Beneficial Owners and Management” and “Stock Option Grants and Exercises.”

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Incorporated by reference to the section of the Company’s 2005 Definitive Proxy Statement to be filed with
the Securities and Exchange Commission within 120 days of December 31, 2004 entitled “Certain Transactions.”

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES
Incorporated by reference to the section of the Company’s 2005 Definitive Proxy Statement to be filed with

the Securities and Exchange Commission within 120 days of December 31, 2004 entitled “Independent Registered
Public Accounting Firm Fees.”
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PART IV

ITEM 15. EXHIBITS AND CONSOLIDATED FINANCIAL STATEMENT SCHEDULES

(a) The following documents are filed as part of this Annual Report on Form 10-K.

1.

2.

Reports of Independent Registered Public Accounting Firm.

Consolidated Financial Statements: The consolidated financial statements of Raindance

Communications, Inc. are included as Appendix F of this report. See Index to Consolidated Financial
Statements on page F-1.

3.

Financial Statement Schedules: All financial statement schedules have been omitted because they

are not applicable or not required or because the information is included elsewhere in the Consolidated
Financial Statements or the notes thereto.

4. Exhibits.
Exhibit No. Description
2.10 Agreement and Plan of Reorganization by and among Registrant, Contigo Software, Inc. and CSI
Acquisition Corporation dated as of March 24, 2000.
2.2 Amendment to Agreement and Plan of Reorganization by and among Registrant, Contigo Software,
Inc. and CSI Acquisition Corporation dated as of April 7, 2000.
2.3 Asset Purchase Agreement by and among Registrant, InterAct Conferencing, LLC and Carolyn
Bradfield dated as of April 17, 2002.
3.0 Restated Certificate of Incorporation.
3.20 Amended and Restated Bylaws.
3.3 Certificate of Ownership, as filed May 15, 2001, merging EC Merger, Inc. into Evoke
Communications, Inc. under the name Raindance Communications, Inc.
4.1 Reference is made to Exhibits 3.1 and 3.2.
4.2 Raindance Communications, Inc. specimen stock certificate representing shares of common stock.
10.1% 2000 Equity Incentive Plan.
10.2%) 2000 Employee Stock Purchase Plan.
10.3 Amended and Restated Stockholders® Agreement, among the Registrant, certain of its stockholders and
certain of its management, dated March 29, 2000.
10.6 Form of Indemnity Agreement entered into between Registrant and each of its directors and executive
officers.
10.12 Lease, dated March 3, 1997, between BMC Properties, LLC and Registrant.
10.130 Lease, dated June 6, 1999, between BLC Properties, LLC and Registrant.
10.144* Source Code and Object Code License Agreement, dated December 29, 1999, between Registrant and
AudioTalk Networks, Inc.
10.16 Personal Services Agreement, dated November 17, 1999, between Registrant and Paul Berberian.
10.16.1¥ Amendment to Personal Services Agreement, dated June 26, 2002, between the Company and Paul
Berberian.
10.17® Separation and Release Agreement, dated October 14, 2003, between Registrant and Paul Berberian.
10.18® Offer Letter, dated January 27, 2004, between Registrant and Donald F. Detampel, Jr.
10.18.19 Amendment to Offer Letter, dated August 20, 2004, between Registrant and Donald F. Detampel, Jr.
10.26 Executive Performance-Based Compensation Arrangement
23.1 Consent of KPMG LLP.
24.1 Powers of attorney (included on signature page).
311 Certification pursuant to 18 U.S.C. Section 1350 by the Chief Executive Officer, as adopted pursuant
to Section 302 of the Sarbanes-Oxley Act of 2002, filed with the Securities and Exchange Commission
as Exhibit 31.1 to the company’s Annual Report on Form 10-K for the year ended December 31, 2004.
31.2 Certification pursuant to 18 U.S.C. Section 1350 by the Chief Financial Officer, as adopted pursuant to

Section 302 of the Sarbanes-Oxley Act of 2002, filed with the Securities and Exchange Commission as
Exhibit 31.2 to the company’s Annual Report on Form 10-K for the year ended December 31, 2004,
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Exhibit No. Description

321 Certifications pursuant to 18 U.S.C. Section 1350 by the Chief Executive Officer and Chief Financial
Officer, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, filed with the
Securities and Exchange Commission as Exhibit 32.1 to the company’s Annual Report on Form 10-K
for the year ended December 31, 2004,

+ Confidential treatment granted with respect to portions of these exhibits.

M Incorporated by reference to the Registrant’s Registration Statement on Form S-1 No. 333-30708.

(2) Incorporated by reference to the Registrant’s Annual Report on Form 10-K (File No. 000-31045) as filed
on March 29, 2001.

(3) Incorporated by reference to the Registrant’s Quarterly Report on Form 10-Q (File No. 000-31045) as filed
on August 14, 2001.

(4) Incorporated by reference to the Registrant’s Quarterly Report on Form 10-Q (File No. 000-31045) as filed
on May 15, 2002.

(5) Incorporated by reference to the Registrant’s Quarterly Report on Form 10-Q (File No. 000-31045) as filed
on August 14, 2002.

(6) Incorporated by reference to the Registrant’s Quarterly Report on Form 10-Q (File No. 000-31045) as filed
on November 14, 2003.

N Incorporated by reference to the Registrant’s Annual Report on Form 10-K (File No. 000-31045) as filed
on March 26, 2003.

(8) Incorporated by reference to the Registrant’s Annual Report on Form 10-K (File No. 000-31045) as filed
on March 12, 2004.

€C)] Incorporated by reference to the Registrant’s Quarterly Report on Form 10-Q (File No. 000-31045) as filed
on November 9, 2004.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, on the 15® day
of March, 2005.

Raindance Communications, Inc.
By:  /s/ NICHOLAS J. CUCCARO

Nicholas J. Cuccaro
Chief Financial Officer

POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that each person whose signature appears below constitutes
and appoints Donald F. Detampel, Jr. and Nicholas J. Cuccaro, his attorney-in-fact, with the power of substitution,
for him in any and all capacities, to sign this Report, and to file the same, with exhibits thereto and other documents
in connection therewith, with the Securities and Exchange Commission, hereby ratifying and confirming all that the
said attorney-in-fact, or his substitute or substitutes, may do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature Title Date
/s/ DONALD F. DETAMPEL, JR. Chief Executive Officer and March 15, 2005
Donald F. Detampel, Jr. President (Principal Executive
Officer) and Director
/s/ NICHOLAS J. CUCCARO Chief Financial Officer (Principal March 15, 2005
Nicholas J. Cuccaro Financial and Accounting
Officer)
/s/ PAUL A. BERBERIAN Chairman of the Board of Directors March 15, 2005

Paul A. Berberian

/s/ KATHLEEN J. CUNNINGHAM Director March 15, 2005
Kathleen J. Cunningham

/s/ CARY L. DEACON Director March 15, 2005
Cary L. Deacon

/s/ WILLIAM J. ELSNER Director March 15,2005
William J. Elsner

/s/ STEVEN C. HALSTEDT Director March 15, 2005
Steven C. Halstedt

Director March 15, 2005

Patrick J. Lombardi
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REPORT GF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
Raindance Communications, Inc.:

We have audited the accompanying consolidated balance sheets of Raindance Communications, Inc. and
subsidiary (the “Company™) at December 31, 2004 and 2003, and the related consolidated statements of operations,
stockholders’ equity and comprehensive income (loss), and cash flows for each of the years in the three-year period
ended December 31, 2004. These consolidated financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these consolidated financial statements based on our
audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Raindance Communications, Inc. and subsidiary as of December 31, 2004 and
2003, and the results of their operations and their cash flows for each of the years in the three-year period ended
December 31, 2004 in conformity with U.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the effectiveness of Raindance Communications, Inc.’s internal control over financial
reporting as of December 31, 2004, based on criteria established in Internal Control—Integrated Framework issued
by the Committee of Sponsoring Organizations of the Treadway Commission (COSO), and our report dated
March 14, 2005, expressed an unqualified opinion on management’s assessment of, and the effective operation of,
internal control over financial reporting.

KPMG LLP

Boulder, Colorado
March 14, 2005
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
Raindance Communications, Inc.:

We have audited management's assessment, included in the accompanying Management’s Report on
Internal Control Over Financial Reporting appearing under Item 9A, that Raindance Communications, Inc.
maintained effective internal control over financial reporting as of December 31, 2004, based on criteria established
in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (COSO). Raindance Communications Inc.'s management is responsible for maintaining effective
internal contro! over financial reporting and for its assessment of the effectiveness of internal control over financial
reporting. Our responsibility is to express an opinion on management's assessment and an opinion on the
effectiveness of the Company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over financial reporting was maintained in all material respects. Our audit
included obtaining an understanding of internal control over financial reporting, evaluating management's
assessment, testing and evaluating the design and operating effectiveness of internal control, and performing such
other procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable
basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company's internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s
assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, management’s assessment that Raindance Communications, Inc. maintained effective
internal control over financial reporting as of December 31, 2004, is fairly stated, in all material respects, based on
criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSQO). Also, in our opinion, Raindance Communications, Inc.
maintained, in all material respects, effective internal control over financial reporting as of December 31, 2004,
based on criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSC).

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the consolidated balance sheets of Raindance Communications, Inc. and subsidiary as of
December 31, 2004 and 2003, and the related consolidated statements of operations, stockholders’ equity and
comprehensive income (loss), and cash flows for each of the years in the three-year period ended December 31,
2004, and our report dated March 14, 2005 expressed an unqualified opinion on those consolidated financial
statements.

KPMG LLP

Boulder, Colorado
March 14, 2005
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RAINDANCE COMMUNICATIONS, INC.
CONSOLIDATED BALANCE SHEETS
(In thousands, except share and per share data)

December 31,

Assets 2004 2003
Current assets:
Cash and cash eQUIVALEITS .......ccoviiii ittt ettt ettt na et b $ 10,458 $ 39,607
ShOTT-TEITN INVESHITIENLS ...ttt etestert et ct st et ebesese e seaeb s et et se e rmree et et et eaenasens s 32,935 —
Accounts receivable, net of allowance for doubtful accounts of $310 and $300 in 2004 and 2003,
TESPECHIVELY L..eveeteeiit i ittt et et ee e et ettt eb et e b et e s be e o b et e anee et e e bt ket e s e st npan s e beanenne 9,922 8,958
DUE fTOM AFTTHALE ... vt etttk e sttt b e et — 86
Prepaid expenses and other current assets 1,593 1,679
DUE fTOM @MIPLOYEES c..vevrr ittt et et b st e s en e ann et sr et s enanes 12 14
TOtAL CUITENE ASSES.vviinviiiiiirietiiiteiieert e et b e e eere s eae e e taeee s ae e e s aeessaabe s o bee e esseseeabeessssaseesensecesartsssvanesane 54,920 50,344
Property and equipment, net...... . . . 17,807 25,752
GoodWill.....oocevrnrerirecicnns 45,587 45,587
Due from employees.... — 2
Other assets.................. 411 872
TOtAL ASSEES ..vuiiieietiet ettt ettt bttt et e st e bt b ae kb e bt st ea e nas ettt ne st eh e e 118,725 $ 122,557
Liabilities and Stockholders’ Equity
Current liabilities:
ACCOUNLES PAYADIE ..ottt ettt b ettt be b ettt e et s ee et antene $ 7,447 $ 7,598
Current portion of 10ng-term debt ..ottt et saeas — 1,314
ACCTUE EXPEIISES ...ttt s s ea s sa e Lo b b b oa e b et tes e b s sa et 510 346
Accrued compensation 1,506 2,694
ACCTUEH PIOPEITY LX 1eouveeiieriiiitiiteiriirteeen seeets it e sae st s et b st ek o b et e ep e b s b et sk e renneesaataesbenrenaes 258 227
Accrued severance ODLIGALION ....c..ciiiiins et et et et ettt 345 596
Current portion of restructuring reserve 188 278
Current portion 0f deferred TEVEMUE ...........iveieiriit ettt ettt st sbne s ene s bean s 420 112
TOtAL CUITENT LADIIITIES ... .eeeviiieei ettt ettt et e a e st e e e e te st eate s et e e e eee e s asaeassanteseresabennees 10,674 13,165
Long-term debt, less current portion...........cccovverreeivcinmiennieninnionereicnrens — 1,227
Restructuring reserve, less current portion — 187
Deferred revenue, 1885 CUITENT POTEION .. ...ccveurrisirrerieriniiertreeiestatiieemreesesserestrteeesbetesesresessatentsesensscessnsenennes 45 —
L0 11 ¢ O P — 56
TOtAl LIADIIITIES ..e.neeiie ettt ettt e et e b e et s bt e e s ettt e e artebc bt nsee s aneeneebeaeans 10,719 14,635
Stockholders’ Equity:
Common stock, par value $.0015, 130,000,000 shares authorized; issued and
outstanding 54,936,434 and 53,784,427 shares as of December 31, 2004 and 2003, respectively ....... 82 81
Additional paid=in CAPIAL.......cocioriiee ittt et neb et e 280,561 278,440
Deferred stock-based COMPENSALION .......vuiuiireiieer ettt et e et (960) (2,247)
ACCUMUIALEA AETICIE ..vvviiiierieieiriecs ettt rtee et ste s b e ree s s b esessraess e s beaseesre sabeseesaessebessessaeases (171,677) (168.352)
Total StOCKNOIAETS” EQUILY..ccc.vrtiiiiieeriiniriiiereie it crnieteae e e e ne e ameseascsnntesssnes obeanssesresssnnens 108,006 107.922
Commitments and contingencies
Total Liabilities and Stockholders” EQUILY. . .cccoveermiiiieeiictsiiiset et ereeesierereeteae nnresssnes s svenesasvene s $ 118725 § 122,557

See accompanying notes to consolidated financial statements.
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RAINDANCE COMMUNICATIONS, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share data)

Years ended December 31,

2004 2003 2002
Revenue:
SEIVICE. vv ittt et e e er ettt e s b e e R etk e n e et b e e d ek e $ 75269 $ 66611 § 60,651
SO W AT ... veeieisiee et rec ettt sre st e a e e sbesbe e et b b e et shae e b ere e s be bt r e et ar e rae e — 4.000 —
TOtAL TEVEIUE ..ottt ettt et sa ettt st an bbbt e nss e e eas 75.269 70,611 60.651
Cost of revenue:
SEIVICE. ..ottt ettt et et e 34,029 28,506 26,635
Software —_ — —
Total cost of revenue (exclusive of stock-based compensation expense of $2,
$102 and $197 for the years ended December 31, 2004, 2003 and 2002,
respectively, ShOWn DEIOW).....ccoiiiiiniiir e 34.029 28,506 26,635
(GTOSS PIOTIL. cvveiveieit ettt ettt et et ea et b eb etk et ae et ea et bt 41,240 42,105 34.016
Operating expenses:
Sales and marketing (exclusive of stock-based compensation expense of

$32, $182 and $289 for the years ended December 31, 2004, 2003 and

2002, respectively, Shown BeIOW) ........ociiieciiin e e 24,044 19,687 18,508
Research and development (exclusive of stock-based compensation

expense of $151, $643 and $620 for the years ended December 31,

2004, 2003 and 2002, respectively, shown below) ... 10,466 8,289 7,599
General and administrative (exclusive of stock-based compensation

expense of $2,026, $1,887 and $1,922 for the years ended December 31,

2004, 2003 and 2002, respectively, shown below) ......ccc.ooiviveiiiniiiecine, 8,038 7,202 7,515
Stock-based cOMPENSAtION EXPEISE «..vvuvvirveeirrririireeeerererirs e aieerrecrereereesreeresaraneesbane 2,211 2,814 3,028
Asset IMpPairment ChATZES . ....ccoeivieic et e — — 138
Restructuring and severance Charges. ..o et — 596 584

Total Operating EXPeNSES. .. ..o iiiiriiiiiiie et e 44,759 38,588 37.372

Income (108S) from OPETAtIONS ...ovvvivrrir et et ettt ebeee e (3.519) 3.517 (3.356)

Other income (expense):
INEETESE TNCOME ...coviieiiiiiiteiircc ettt ettt eee e sa e 394 250 474
INTEIEST EXPEISE ... ovevitititeriieice et ettt et (64) (149) (346)
OMHET, NEL ettt ettt bbbt et b et tane e bena s (136) an (126)
Total OthEr ICOME, TIEL ...eovveiiviieeiereeeie e e e ebeetee e creettesraesaeeeressbeanaesereessbasnseeseeatanens 194 30 2
NEt TNCOME (JOSS).ovueetriuriameeereiaiie et err ettt nbe e et eereasia st aebnene b 3 (3325 §_ 3547 3§ (3,354)
Net income (loss) per share:
BESIC  oovretier ettt ettt e n e e ren e rarer e erene § (006 $ 007 §__ (007
DHIIEEA 1ttt ettt e e e 3 (006) $ 006 $§ (007
Weighted average number of common shares outstanding:
BASIC ittt ekttt 53,937 52,672 50,502
DHIULEA <ottt et et et ek e 53,937 54,774 50,502

See accompanying notes to consolidated financial statements.
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RAINDANCE COMMUNICATIONS, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)
Years Ended December 31,
2004 2003 2002
Cash flows from operating activities:
INEL INCOME (LOSS) .. errereeriecriirrieieriirieseseeeseiriese st ese s ebebet bbb e sraes b e bbb b bnn sebenennns $ (3325 § 3,5478% (3,354)
Adjustments to reconcile net income (loss) to net cash provided by operating
activities:
Depreciation and amMOTTHZALION . ... ......ivvuiiieieriiere et eesbeeease e ave st eseseeabaesesnens 11,195 10,330 10,362
Asset impairment charges and restructuring Charges ... — — 722
Stock-based compensation 2,211 2,814 3,028
OEREE .tttk et b b ren bbbkttt b bt e e eb s 139 74 150
Changes in operating assets and liabilities, excluding effects of business acquisition:
ACCOUNES TECEIVADIE......otiiiiiii it et abe e et st b (964) 24 (2,811
Prepaid expenses and other current assets (914) (1,025) 523
Other assets.......oeeiieemeieiecet e e 57 (94) 732
Accounts payable and accriued EXPENSES. . ..vcieiervirrerieeiere st rre ettt (1,340) 2,791 (1,121)
DISTEITEA TEVRIUE ..ot ettt e e ettt et 353 (311) (1,055}
Net cash provided by Operating aCtiVItIES ... ..c.covvurvrrrmivrririersrcrirresirnieierisiaccetrsesiorvarnrnsnas 7.412 18,150 7,176
Cash flows from investing activities:
Purchase of property and €qUIPMENt..........occcieiviiiiniiiici e (2,614) (10,514) (6,131)
Proceeds from the disposition of property and equipment............ccccovcinmnicciinecircnnes 18 41 11
Purchase of inVeStMENtS .......cccoovvieiniiincieer e (42,172) — —
Proceeds from the maturities of investments 9,237 — —
Cash received from affiliate.........cccovvvvivriiiciircierecs s 77 — —
Cash paid for acquisition of InterAct Conferencing, LLC, net of cash acquired............ — — (3,522)
Change in restricted Cash . ..o e 236 194 —
Net cash used by INVeSHNE aCHVIHES .....oveviioiiiiiiciiccire e (35.218) __(10.279) (9,642)
Cash flows from financing activities:
Net proceeds from issuance of COMMON SLOCK........oocceciviiniiiccciecne e 1,198 1,237 1,845
Payments 0N debl.........cociiiiiiiiir e e e (2.541) (1.200) (1.902)
Net cash provided (used) by financing activities ........c.oeeeiveiiirioe e (1,343) 37 (57
Increase (decrease) in cash and cash equivalents...........c.coocoeinciiiine e (29,149) 7,908 (2,523)
Cash and cash equivalents at beginning of YEar.........ccocecvvverrieiiiireein e 39.607 31,699 34,222
Cash and cash equivalents at end Of YEaT........ccoviveiieicnieiice e $ 10,458 3 39,607 $ 31,699
Supplemental cash flow information -
INErest PAId iN CASH ...vueeeriruiiiriiieer et e e bbb s 3 71 $ 158 § 609
Supplemental non-cash investing and financing activities:
Accounts payable incurred for purchases of property and equipment. ......c.cccecovvcvcnerciinacns g 60 $ 323 3 548
Debt incurred for purchases of property and equipment. ..........coooceeoeicicincinen e 3 — $ 686 3 —
Common stock issued for acquisition of InterAct Conferencing, LLC.....cccovvivvivccnincinnns 3 — 3 — $_ 4035

See accompanying notes to consolidated financial statements.
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RAINDANCE COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2004

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

{a) Business and Basis of Financial Statement Presentation

Raindance Communications, Inc., (the “Company™), was incorporated under the laws of the State of Delaware
on April 17, 1997. The Company provides communication services for everyday business meetings and events. The
Company’s continuum of interactive services includes Reservationless Conferencing for reservationless automated
audio conferencing with simple web controls and presentation tools, Web Conferencing Pro, which allows users to
integrate reservationless automated audio conferencing with advanced web interactive tools such as application
sharing, web touring and online whiteboarding, Raindance Meeting Edition, released in March 2004, which allows
users to integrate reservationless automated audio conferencing with advanced web interactive tools and video
technology into one multi-media conferencing solution, Operator-Assisted Conferencing, and Unlimited
Conferencing. The Company operates in a single segment.

The accompanying consolidated financial statements include the accounts of Raindance Communications and
its wholly-owned subsidiary. All significant intercompany transactions and balances have been eliminated in
consolidation.

The preparation of the financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenue and expenses during the reporting period. Actual results could differ from those estimates. Significant
estimates are used in these financial statements to determine the allowance for doubtful accounts, useful lives of
depreciable and intangible assets, the valuation allowance for deferred tax assets and restructuring charges and
reserves.

Certain prior year amounts have been reclassified to conform to the current year presentation.
(b) Cash, Cash Equivalents and Investments in Debt Securities

Cash and cash equivalents consist of cash held in bank deposit accounts and short-term, highly liquid
investments purchased with original maturities of three months or less at the date of purchase. Cash equivalents at
December 31, 2004 consist of money market accounts at three financial institutions and commercial paper. Short-
term investments consist of a United States government note, federal agency notes, commercial paper and
certificates of deposit.

The Company’s investments consist of available-for-sale debt securities whose costs approximate fair
value and, accordingly, there are no unrealized gains or losses.

December 31,

2004 2003
Cost and approximate fair value of available-for-sale debt
securities (in thousands):
United States Treasury N0t ........icrviueivererveoenesrnsesinersesesensasens $ 5,020 $ —
Federal agency NOteS.....ocviirirririrrir s 16,911 —
Commercial PAPET ......c..oocrverierceririenemirenirere oo 9,977 —
Certificate of depoSit........cocevivcniniineircei e 1,027 —
Total available-for-sale debt secUrities......c..covvvvereccrecrerennnn $32.935 $ —

All of the Company’s available-for-sale debt securities have contractual maturities of one year or less.
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(c) Restricted Cash

Included in other current assets and other assets is restricted cash, which is less than $0.1 million and $0.3
million at December 31, 2004 and 2003, respectively. Restricted cash consists of amounts supporting irrevocable
letters of credit issued by the Company’s bank and is primarily used for security deposits associated with some of
the Company’s long term operating leases. Funds are held in certificates of deposit at the Company’s bank, and have
been established in favor of a third party beneficiary. The funds would be released to the beneficiary in the event
that the Company fails to comply with specified contractual obligations. Provided the Company meets these
contractual obligations, the letter of credit will be discharged and the Company would no longer be restricted from
the use of the cash.

(d) Property and Equipment

Property and equipment are stated at cost, net of accumulated depreciation and amortization. Depreciation
of equipment is computed using the straight-line method over the estimated useful lives of the assets, which range
from three to seven years. Leasehold improvements are amortized over the shorter of the related lease terms or their
estimated useful lives. Upon retirement or sale, the cost of the assets disposed and the related accumulated
depreciation is removed from the accounts and any resulting gain or loss is included in operations in the period
realized.

(e} Goodwill and Intangible Assets

The Company first recorded goodwill and goodwill amortization in 2000 in connection with its acquisition
of Contigo Software, Inc. in June 2000. Goodwill was amortized on a straight-line method over the estimated useful
life of three years. In July 2001, the Financial Accounting Standards Board (FASB) issued Statement of Financial
Accounting Standards 142 (SFAS 142), “Goodwill and Other Intangible Assets.” SFAS 142 requires that goodwill
no longer be amortized, but instead is reviewed for impairment on an on-going basis. Accordingly, the amortization
of goodwill ceased upon adoption of the Statement, which was January 1, 2002. In addition, the Company recorded
$6.9 million in goodwill in April 2002 when it acquired InterAct Conferencing LLC. For the purposes of the
application of SFAS 142, the Company has one reporting unit. The Company’s initial assessment of goodwill
performed as of March 31, 2002 and the annual reassessment performed thereafter at March 31, 2004 and 2003,
have indicated that the fair value of the reporting unit exceeded the goodwill carrying value, and therefore, goodwill
was not deemed to be impaired. The Company has not noted subsequent indicators of impairment, however, there
can be no assurances that the Company’s goodwill will not be impaired in the future.

Intangible assets consisting primarily of issued and pending patents and trademarks were $0.3 million and
$0.4 million, net of accumulated amortization, at December 31, 2004 and 2003, respectively. This amount is
included in other assets in the accompanying consolidated balance sheets. Intangible assets are amortized using the
straight-line method over three years. Amortization expense for intangible assets was $0.2 million, $0.1 million and
less than $0.1 million for the years ended December 31, 2004, 2003 and 2002, respectively.

() Income Taxes

The Company uses the asset and liability method of accounting for income taxes as prescribed by
SFAS 109, “Accounting for Income Taxes”. Under the asset and liability method, deferred tax assets and liabilities
are recognized for the estimated future tax consequences attributable to differences between the financial statement
carrying amounts of existing assets and liabilities and their respective tax bases. Deferred tax assets and liabilities
are measured using enacted tax rates in effect for the year in which those temporary differences are expected to be
recovered or settled. The resulting deferred tax assets and liabilities are adjusted to reflect changes in tax laws or
rates in the period of enactment.

(g) Fair Value of Financial Instruments and Concentrations of Credit Risk
The carrying amounts of certain of the Company’s financial instruments, including cash and cash

equivalents, accounts receivable and accounts payable, approximate fair value because of the short-term nature of
these instruments. Because the interest rates on the Company’s note payable obligations reflected market rates and
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terms, the fair values of these instruments approximated carrying amounts. Financial instruments that potentially
subject the Company to concentration of credit risk consist of cash and cash equivalents, short-term investments and
accounts receivable. The Company’s cash and cash equivalents are held with financial institutions that the Company
believes to be of high credit standing. Investment policies have been implemented that limit the purchases of
investments to investment grade securities. No single customer accounted for greater than 10% of total 2004
revenue. At December 31, 2004, the Company had a receivable due from Qwest Communications International, Inc.
of $1.2 million or 11.6% of the Company’s total accounts receivable balance at such date.

(h) Revenue Recognition

Revenue for the Raindance Meeting Edition service is derived from subscription and usage fees. Revenue
from subscriptions is recognized monthly regardless of usage, while usage fees are based upon either connections or
minutes used. The Company recognizes usage revenue from our Raindance Meeting Edition services in the period the
meeting is completed. The Company recognizes revenue associated with any initial set-up fees ratably over the term of
the contract.

Revenue for the Company’s Reservationless Conferencing service is generally based upon the actual time that
each participant is on the phone or logged onto the web. For example, a customer is charged a per-minute, per-user fee
for each participant listening and viewing a live or recorded simulcast. In addition, the Company charges customers a
one-time fee to upload visuals for a phone conference or a recorded simulcast. The Company recognizes usage revenue
from Reservationless Conferencing service in the period the call or simulcast of the call is completed. The Company
recognizes revenue associated with any initial set-up fees ratably over the term of the contract.

Revenue for the Company’s Web Conferencing Pro service is derived from subscription and usage fees in
addition to event fees or, in more limited cases, a software license fee. Revenue from subscriptions is recognized
monthly regardless of usage, while usage fees are based upon either connections or minutes used. Event fees are
generally hourly charges that are recognized as the events take place. The Company recognizes revenue associated with
any initial set-up fees ratably over the term of the contract. Revenue from software license agreements is either
recognized upon shipment of the software when all the following criteria have been met: persuasive evidence of an
arrangement exists, delivery has occurred, the fee is fixed or determinable, collectibility is probable, and vendor
specific objective evidence is available for the fair value of all undelivered elements, or recognized ratably over the
software support period if the Company does not have vendor specific objective evidence for an undelivered element.

Revenue for the Company’s Operator-Assisted Conferencing service is generally based upon the actual time
that each participant is on the phone. In addition, the Company charges customers a fee for additional services such as
call taping, digital replay, participant lists and transcription services. The Company recognizes usage revenue and
related fees from the Operator-Assisted Conferencing service in the period the call is completed.

Revenue from the Company’s Unlimited Conferencing service is derived from a flat, fixed charge per
month depending on the conference size limit selected by the customer. The fixed monthly charge is recognized as
revenue in full each month. This service provides small and medium-sized businesses with a convenient way to
conduct audio and web conferences with a predictable price. Conference moderators and participants dial into the
conference using their dedicated local exchange toll call number as opposed to a toll-free number ordinarily used
with the Reservationless Conferencing service.

(i) Software Development Costs

Costs incurred in the engineering and development of the Company’s services is expensed as incurred,
except certain software development costs. Costs associated with the development of software to be marketed
externally are expensed prior to the establishment of technological feasibility as defined in Statement of Financial
Accounting Standard No. 86 (SFAS 86), “Accounting for the Cost of Computer Software to Be Sold, Leased, or
Otherwise Marketed,” and capitalized thereafter. To date, the Company’s software development has been completed
concurrent with attaining technological feasibility and, accordingly, all software development costs incurred to
which SFAS 86 is applicable have been charged to operations as incurred in the accompanying financial statements,
The Company capitalizes certain qualifying computer software costs incurred during the application development
stage in accordance with Statement of Position 98-1 “Accounting for the Costs of Computer Software Developed or
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Obtained for Internal Use” (SOP 98-1) issued by the American Institute of Certified Public Accountants, which was
adopted by the Company as of January 1, 1999. These costs are amortized using the straight-line method over the
software’s estimated useful life. Based on plans regarding the external distribution of software developed in the third
quarter of 2003 and because the software was in the development stage, the Company changed its accounting
treatment of costs associated with the development of Raindance Meeting Edition from SOP 98-1 to SFAS 86. Since
the second quarter of 2001, the Company had capitalized $2.8 million in costs associated with Raindance Meeting
Edition, $1.3 million of which was related to internal development and $1.5 million of which was related to contract
development. The Company began amortization when Raindance Meeting Edition was released in March 2004.

(i) Long-Lived Assets

Effective January 1, 2002, the Company adopted SFAS 144, “Accounting for the Impairment or Disposal
of Long-Lived Assets”. Under SFAS 144, long-lived assets, other than goodwill, are reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount of the assets might not be
recoverable. Conditions that would necessitate an impairment assessment include a significant decline in the
observable market value of an asset, a significant change in the extent or manner in which an asset is used, or a
significant adverse change that would indicate that the carrying amount of an asset or group of assets is not
recoverable. For long-lived assets to be held and used, the Company recognizes an impairment loss only if its
carrying amount is not recoverable through its undiscounted cash flows and measures the impairment loss based on
the difference between the carrying amount and fair value. Long-lived assets held for sale are reported at the lower
of their carrying value or fair value less costs to sell. In 2002, the Company recorded an asset impairment charge of
$0.2 million (see note 11).

(k) Advertising Costs

The Company expenses advertising costs as they are incurred. Advertising expense was $0.2 million, less
than $0.1 million and $0.1 million for the years ended December 31, 2004, 2003 and 2002, respectively.

(1) Stock-Based Compensation

The Company currently accounts for its stock option plans and employee stock purchase plans in
accordance with the provisions of Accounting Principles Board (APB) Opinion 25, “Accounting for Stock Issued to
Employees”, and related interpretations. As such, compensation expense is recorded for common stock options on
the date of grant to the extent the current market price of the underlying stock exceeds the exercise price, which is
the intrinsic value method. Under SFAS 123, “Accounting for Stock-Based Compensation,” entities are permitted to
recognize as expense, over the vesting period, the fair value of all stock-based awards on the date of grant.
Alternatively, SFAS 123 also allows entities to continue to apply the provisions of APB Opinion 25 and provide pro
forma net income (loss) disclosures for employee stock option grants as if the fair-value-based method defined in
SFAS 123 had been applied. The Company has elected to continue to apply the provisions of APB Opinion 25 and
provide the pro forma disclosures required by SFAS 123. All stock-based awards to non-employees are accounted
for at their fair value in accordance with SFAS 123 and related interpretations.

Stock compensation expense is comprised of the following: (a) the amortization of deferred compensation
resulting from the grant of stock options or shares of restricted stock to employees at exercise or sale prices deemed
to be less than fair value of the common stock at grant date, net of forfeitures related to such employees who
terminated service while possessing unvested stock options, as these terminated employees have no further service
obligations; (b) the intrinsic value of modified stock options or restricted stock awards, measured at the
modification date, for the number of awards that, absent the modification, would have expired un-exercisable; (c)
the intrinsic value of restricted stock awards to employees and directors, (d) deferred stock-based compensation
associated with the acquisition of InterAct Conferencing, LLC and (e) compensation related to options granted to
non-employees.

The following table summarizes information as to reported results under the Company’s intrinsic value
method of accounting for stock awards, with supplemental information as if the fair value recognition provisions of
SFAS 123 had been applied for the three years ended December 31, 2004, 2003 and 2002, respectively (in thousands,
except per share amounts):




Years ended December 31,

2004 2003 2002
Net income (loss), as reported $ (3325 S 3,547 § (3,354)
Add: Stock-based employee compensation expense
attributable to common stock options included in net income (loss) 70 1,304 2,207
Deduct: Stock-based employee compensation expense attributable
to common stock options determined under fair value based method (5,798) (7,388)  (12,971)

Deduct: Stock-based employee compensation expense attributable
to employee stock purchase plan determined under fair value
based method (580) (498) (683)

Net income (loss), as adjusted £ 9,633) § (3.035) § (14.803)
Income (loss) per share — basic, as reported § (006 § 007 §  (0.07)
Income (loss) per share — diluted, as reported § (006) S 006 § (0.07)
Income (loss) per share — basic, as adjusted $ (018 § (0.06) § (0.29)
Income (loss) per share — diluted, as adjusted § (018 § __(0.06) § (0.29)

The per share weighted-average fair value of stock options granted during the years ended December 31,
2004, 2003 and 2002 was $2.40, $1.96 and $2.94, respectively, using the Black-Scholes option pricing model. The
Company used the following weighted average assumptions in determining the fair value of options granted during
the years ended December 31, 2004, 2003 and 2002:

Years ended December 31,

2004 2003 2002
Expected life (YEArS) c.cocoveririererieneei et 5 5 6
Risk-free INterest rate .........ocoueveenirinieeineireeirc e e 3.63% 3.25% 5%
Expected VOLatility «..cccoovvirrririrerinnceen st 191% 123% 106%
Expected dividend yield.........cccoeiiiiinicconiiinnne None None None

In December 2004, the Financial Accounting Standards Board (FASB) issued SFAS No. 123R, “Share-
Based Payment” (SFAS 123(R)), which supersedes APB Opinion 25 and related interpretations. SFAS 123(R)
requires companies to measure and recognize compensation expense for all stock-based payments at fair value.
SFAS 123(R) is effective for all interim periods beginning after June 15, 2005 and, thus, will be effective for the
Company beginning with the third quarter of fiscal 2005. For outstanding awards accounted for under APB No. 25
or SFAS No. 123, stock compensation expense must be recognized in earnings after June 15, 2005 for the portion of
those awards for which the requisite service has not yet been rendered, based upon the grant date fair value of such
awards calculated under SFAS 123.

(m) Comprehensive Income (Loss)

The Company has adopted SFAS 130 “Reporting Comprehensive Income,” which established standards for
reporting and displaying comprehensive income. Comprehensive loss equals net loss for the years ended
December 31, 2004 and 2002. Comprehensive income equals net income for the year ended December 31, 2003.

(n) Net Income (Loss) Per Share

Net income (loss) per share is presented in accordance with SFAS No. 128, “Earnings Per Share” (SFAS
128). Under SFAS 128, basic earnings (loss) per share (EPS) excludes dilution for potential common stock and is
computed by dividing net income or loss by the weighted average number of common shares outstanding for the
period. Diluted EPS reflects the potential dilution that could occur if securities or other contracts to issue common stock
were exercised or converted into common stock. Potential common shares are comprised of shares of common stock
issuable upon the exercise of stock options and warrants and restricted stock subject to vesting restrictions and are
computed using the treasury stock method.

F-12




The following table sets forth the calculation of net income (loss) per share for the three years ended
December 31, 2004, 2003 and 2002 (in thousands, except per share amounts):

Years ended December 31,

2004 2003 2002

Net income (loss) S (3325 § 3547 3§ (3.354)
Common shares outstanding:

Historical common shares outstanding at beginning of year 53,234 51,896 48,130

Weighted average common shares issued during year 703 776 2,372

Weighted average common shares at end of year - basic 53,937 52,672 50,502

Effect of potential common shares - 2.102 -

Weighted average common shares at end of year - diluted 53,937 54,774 50,502
Net income (loss) per share — basic $  (006) § 0.07 $§ (0.07)
Net income (loss) per share — diluted $_ (006) § 006 § _(0.07)

For the year ended December 31, 2004 and 2003, 675,000 and 550,000 shares, respectively, of issued and
outstanding restricted stock have been excluded from the calculation of basic earnings per share due to vesting
restrictions (see Note 7) and, if applicable, have been included in diluted earnings per share.

The following common stock options and warrants have been excluded from the computation of diluted net

income (loss) per share for the years ended December 31, 2004, 2003 and 2002 because their effect would have been
antidilutive:

As of December 31,

2004 2003 2002
Shares issuable under StoCK OPLIONS........ovceer it 8,096,391 5328351 8,409,064
Shares issuable pursuant to Warrants ........c.ooveeeceeeininnncesenneecnrersnee s 10,000 20,017 652,790

(2) JOINT VENTURES AND ACQUISITIONS

In June 2000, the Company entered into an agreement with @viso Limited, a European-based venture
capital firm, to form Evoke Communications, B.V., a Netherlands’ corporation (Evoke Communications Europe).
Pursuant to this agreement, the Company loaned Evoke Communications Europe approximately $4.6 million that
was to be repaid under the terms of a promissory note. In the third quarter of 2001 the board of directors of Evoke
Communications Europe unanimously approved a plan of liquidation and dissolution and, as a result, Evoke
Communications Europe has been liquidated and its operations have ceased. The Company recorded an impairment
charge of $1.8 million in 2001, which represented the excess of the note receivable over the cash and equipment the
Company expected to receive from the liquidation. In the fourth quarter of 2001, the Company received equipment
valued at $1.8 million and anticipated receiving, prior to December 31, 2002, cash of approximately $1.0 million. The
equipment was transferred to the Company at net book value. The Company received cash payments from Evoke
Communications Europe of $1.0 million throughout 2002. In the fourth quarter of 2002, the Company recorded a
reversal of $48,000 based upon revised estimates of the cash to be received upon complete dissolution and liquidation
of Evoke Communications Europe. The liquidation and dissolution was completed in 2004 and the Company received
a final cash payment in the third quarter of 2004.

On April 17, 2002, the Company entered into a definitive agreement to acquire substantially all of the
assets of InterAct Conferencing, LLC (InterAct), a reseller of audio and web conferencing services. On April 30,
2002, the Company completed the acquisition. In connection with the acquisition, the Company also assumed
certain liabilities of InterAct as of April 30, 2002, consisting primarily of accounts payable and a $0.1 million line of
credit. The Company also assumed a facility lease obligation of approximately $0.7 million associated with a
building that is partially owned by the former president and chief executive officer of InterAct who became an




officer of the Company upon the completion of the acquisition. Effective May 1, 2002, the results of InterAct’s
operations are included in the Company’s consolidated financial statements.

The aggregate purchase consideration paid to InterAct was $7.8 million, which was comprised of $3.8
million in cash and 1,200,982 shares of the Company’s common stock valued at $4.0 million. In addition, the
Company incurred $0.1 million of acquisition related expenses. An additional 997,599 shares of the Company’s
common stock were issued and deemed to be compensation for future services. Accordingly, the Company recorded
$3.4 million in deferred stock-based compensation, which was being expensed over three years, beginning in May
2002. In June 2004, the Company’s former Senior Vice President of Sales, Carolyn Bradfield, left the Company,
and as a result, the Company recorded $0.9 million stock compensation charge related to the unrecognized deferred
sock-based compensation associated with the release of certain escrowed shares of restricted stock. The value of the
common stock issued was determined based on the average market price of the Company’s common stock over the
three-day period before and after the terms of the acquisition were agreed upon and announced. The acquisition has
been accounted for using the purchase method. The purchase consideration allocation is as follows:

TANGIDIE NEE ASSELS.....vevivivivivivitisiereeeitetiaeses st er et ss s ss st b eba sttt sasnserssssbassesares et sbeerasabsbesesbasenstssnbessssnseesees $ 1.0
GOOAWIIL ..o ettt 6.9
Total purchase consideration allOCALION. ........cc.cviveerirmiiiieuiircicrr ettt $ 7.9

The summary table below, prepared on an unaudited pro forma basis, combines the Company’s consolidated results of
operations with InterAct’s results of operations for 2002 as if the InterAct acquisition took place as of the beginning of
the year (in thousands, except per share data).

Year ended
December 31,
2002
REVEIUE ...t e eee ettt $ 62,161
INEE LOSS vttt ettt (3,185)
Basic 1085 Per Share ..o (0.06)
Diluted 10SS Per Share ......c..ocvverveivimniierecr st eve s (0.06)

The pro forma results for the year ended December 31, 2002 combine the Company’s results for the year
ended December 31, 2002 with the results of InterAct for the period from January 1, 2002 through April 30, 2002. The
pro forma results are not necessarily indicative of the results of operations that would have occurred if the acquisition
had been consummated at the beginning of that year. In addition, they are not intended to be a projection of future
results and do not reflect any synergies that may have been achieved from the combined operations.

(3)  OFFICER LOANS

The Company had an unsecured note receivable dated September 7, 2000 due from its Chief Technology
Officer in the face amount of $50,000. The note was originally due September 7, 2005 and bore interest at 6.22%. This
obligation, including accrued interest, was paid in full during the fourth quarter of 2002.

The Company had an unsecured note receivable dated January 24, 2001 due from its former president and

chief executive officer in the face amount of $100,000. The note was originally due January 24, 2003 and bore interest
at 8.00%. This obligation, including accrued interest, was paid in full during the fourth quarter of 2002.
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(4) PROPERTY AND EQUIPMENT
Property and equipment consists of the following (in thousands):

December 31,

2004 2003
Computers and office eqUIPMENL. .....c.ccoeivniirireiiinri ettt $ 40,571 $ 40,936
Software purchased or developed for internal Use..........cccoceoviivvieniiireieceeere e 15,119 13,785
Furniture and fIXIUTES. ...ovi vttt e e et st e et et e et ntae st resnn e 2,074 2,064
Leasehold IMPIOVEMENTS. ........coviiiiereiiitirie ittt e et eaes s enes 2.349 2316

60,113 59,101
Less accumulated depreciation and amortiZation. ..........ccccovvveriernrnerernieeecereeenee e (42.306) (33.349)

$ 17,807 $ 25,752

In the years ended December 31, 2004 and 2003, the Company capitalized $0.3 million and $0.9 million,
respectively, of internal software application development costs in accordance with SOP 98-1. These costs are
generally amortized over 18 months from the time the software is ready for its intended use with the exception of the
capitalized costs of Raindance Meeting Edition, which is being amortized over 36 months effective with its release
to general availability in March 2004. Amortization expense of all costs capitalized pursuant to SOP 98-1 was $0.7
million, $0.4 million and $0.4 million for the years ended December 31, 2004, 2003 and 2002, respectively.
Depreciation expense was $10.3 million; $9.8 million and $10.0 million for the years ended December 31, 2004,
2003 and 2002, respectively.

(5) DEBT AND LINE OF CREDIT

On January 7, 1999, the Company entered into a loan and security agreement with a total commitment of
$3,000,000 with a bank. In connection with obtaining this commitment, the Company issued warrants to purchase
86,538 shares of Series C Preferred stock to the lender. The exercise price of the warrants was $1.04 per share. Upon
completion of the Company’s initial public offering on July 28, 2000, the warrants, which expire on July 24, 2005,
were converted into warrants to purchase 57,692 shares of common stock at $1.56 per share. Draws under this
agreement were to be repaid over 37 months, with interest at the 36 month Treasury note rate, plus 275 basis points.
An additional payment of 9% of the amount financed was payable at the end of the term of the loan. This additional
amount and the fair value of warrants of $75,000 were included in interest expense over the term of the agreement.
During 1999, the Company borrowed, in four separate draws, the entire commitment of $3,000,000. The interest rate
ranged from 7.41% to 8.40%. The loan and security agreement was secured by substantially all business assets
except those that were secured by the debt facility described below. All balances due under this loan and security
agreement were paid by December 31, 2002.

On October 9, 2001, the Company entered into a loan and security agreement with a bank that was
subsequently amended effective December 31, 2002. On October 12, 2001, the Company received $5.0 million
pursuant to the term loan component of the loan and security agreement. The term loan was scheduled to be repaid
with monthly principal payments of approximately $0.1 million plus interest at 5.25% with the final payment due in
January 2006. Advances under the revolving line of credit component of the loan and security agreement were
limited to $12.5 million or 90% of eligible accounts receivable as defined in the agreement. The revolving line of
credit was available through January 26, 2004. Advances under the revolving line of credit may have been repaid
and re-borrowed at any time prior to the maturity date. The loan and security agreement were collateralized by
substantially all tangible and intangible assets of the Company and were subject to compliance with covenants,
including minimum liquidity coverage, minimum quick ratio and maximum quarterly operating losses adjusted for
interest, taxes, depreciation, amortization and other non-cash charges. The Company was also prohibited from
paying any dividends without the bank’s prior written consent. In April 2004, the balance due under this agreement
(exclusively related to the term loan) of $1.8 million was paid in full.

On May 29, 2003, the Company entered into a loan agreement with a vendor, in the amount of $0.7
million, to finance certain fixed assets. The loan was scheduled to be repaid with quarterly principal payments of

F-15



approximately $0.1 million plus interest at 2.5% with the final payment due in April 2005. In December 2004, the
balance due under this agreement of $0.1 million was paid in full.

In April 2004, the Company entered into a credit agreement with a bank for a revolving line of credit,
which expires in April 2006. Cutstanding advances under the revolving line of credit are limited to $15.0 million.
Advances under the revolving line of credit bear interest at 0.5% below the bank’s prime rate and may be repaid and
re-borrowed at any time prior to the maturity date. At December 31, 2004, the Company did not have an outstanding
balance under the revolving line of credit, however $0.2 million of the available balance of the line of credit was
securing various letters of credit. The credit agreement is collateralized by substantially all tangible and intangible
assets of the Company and is subject to compliance with covenants, including minimum liquidity coverage,
minimum tangible net worth and positive adjusted EBITDA defined as quarterly net income (loss) adjusted for
interest, taxes, depreciation, amortization and other non-cash charges. The Company is also prohibited from paying
any dividends without the bank’s prior written consent. At December 31, 2004, the Company was in compliance
with all of the financial loan covenants.

(6) INCOME TAXES

Income tax expense (benefit) relating to losses incurred differs from the amounts that would result from
applying the applicable federal statutory rate as follows (in thousands):

Years ended December 31,

2004 2003 2002

Expected tax expense (benefit).........ccooevevvvriecciveriivcieeincrennas $ (1,131) $ 1,206 § (1,140)
State income taxes, net of federal iImpact ..........cccooveeecirniiincnnen. (195) 112 (118)
Change in valuation allowance for deferred tax assets.........c.c.o....... 2,143 (1,235) 1,301
Stock compensation/exercise stock option benefit.............occocvereee 214) 199 {141)
Goodwill amortization — (212) —
OtRET, MEL ittt ettt ettt e e etssate e erreeannean (603) (70) 98

Income tax expense (benefit)........cccoveevivirvcnivninnencees $ —_ 8 - & -

Temporary differences that give rise to the components of net deferred tax assets are as follows (in
thousands):

December 31,

2004 2003

Net operating (0SS CAITYTOIWATITS. . ...ccoveviireereirrceieniereereinssaestetesesretesrssesessesesseaese st ssesesnssenenns $46,950 $46,383
Depreciation and amMOrtIZAION. .........ovecuvierirreerieeeirenirresreeteeresresasssaseereessstseseessaetsssesasssassaessessesens (2,840) (3,016)
Stock-based COMPENSALON. ...o..oviiviiiiiciie ettt et e ste e re s e e sbeeereseseenes 3,325 2,576
ACCTURH BXPEIISES. .vveutereeiiiereetiiie et ereseeetereataeeeseetaareseetestasteb e ste st sbestestetesantssbesbeenesantesbentesetesesseas 1.701 1,080

INet deferred taX ASSEL. . ..vvivvue ettt e et e tae e e e et e s enere s e e e etee s aaeeeae e 49,136 46,993
ValUation AllOWANCE. .....coviiviivi ittt b ettt st et sveeteeas ettt ateereessesseeteabereeren (49.136) (46.993)

Net deferred tax asset, less valuation alloWance...........ccccovveeivrinecioviie e $ — $ —

At December 31, 2004, the Company had net operating loss carryforwards for federal income tax purposes
of approximately $125.5 million, which are available to offset future federal taxable income, if any, through 2024.
The federal net operating loss carryforwards include amounts related to tax deductions totaling $3.4 million for
exercised stock options which, when the related valuation is reversed, would be recognized as additional paid in
capital. The Company experienced an ownership change in 1999 as defined in Section 382 of the Internal Revenue
Code that limited approximately $21.5 million of net operating loss carryforwards to an annual amount of
approximately $2.9 million. The balance of the net operating loss carryforwards of approximately $104.0 million
are not limited by Section 382 as of December 31, 2004.

The Company reviews its deferred tax assets on an ongoing basis for realizability. While the Company had

generated net income for five consecutive quarters as of December 31, 2003, it incurred quarterly losses in 2004 and
management believes there currently is not enough positive evidence to support a conclusion that it is more likely
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than not that the Company will utilize some or all of the deferred tax assets. When management determines there is
enough positive evidence to support a conclusion that it is more likely than not that the Company will realize some
or all of the deferred tax assets, management will reduce the valuation allowance on deferred tax assets, which will
increase net income in the period in which such determination is made. Positive evidence to support a conclusion
that the deferred tax assets are realizable includes, but is not limited to, generating net income in consecutive
quarters and projections for taxable income sufficient to utilize the deferred tax assets.

(7} COMMON STOCK PLANS AND WARRANTS
(a) Stock Options

In February 2000, the Company adopted the 2000 Equity Incentive Plan that amended and restated the
1997 stock option/stock issuance plan. Under the plan, up to an aggregate of 17,274,814 shares are reserved for
issuance, including shares reserved pursuant to the plan’s evergreen provisions. At December 31, 2004, there were
2,528,191 shares available for future issuance under the plan. Pursuant to the plan, the Company’s board of
directors may issue common stock and grant incentive and non-statutory stock options to employees, directors and
consultants. Incentive and non-statutory stock options generally have ten-year terms and vest over four years.

The Company utilizes APB Opinion 25 in accounting for its plans. In the year ended December 31, 2004, a
total of 1,000 shares of restricted stock were granted at less than fair value to members of the Company’s board of
directors as compensation for board services rendered to the Company, resulting in aggregate compensation expense
of $2,720. In February 2003, the Company’s board of directors approved an Executive Performance-Based
Compensation Arrangement, pursuant to which the Company granted 750,000 shares of restricted stock to certain
executives and key employees under the plan. The restricted stock grants cliff vest in six years and include
accelerated vesting if certain financial or product-based performance milestones are achieved. The stock-based
compensation charge associated with these grants was $1.2 million and is being recorded as an expense ratably over
six years, with such charges being accelerated if it becomes apparent that the financial or product-based performance
milestones are deemed probable of being achieved. In addition, pursuant to this arrangement, $4.7 million of cash
compensation was approved and will become payable upon the achievement of such financial or product-based
milestones, or, generally in the board’s discretion, upon a change in control of the Company. However, the
Company’s former president and chief executive officer’s employment terminated effective December 31, 2003,
which triggered the reversal of the deferred portion of the Company’s restricted stock grant compensation expense
in the amount of $0.3 million related to the cancellation of 200,000 shares of restricted common stock and
terminated the Company’s $1.5 million cash compensation commitment to this former officer. In the first quarter of
2003 the Company determined that a product-based milestone would likely be achieved in 2004 and, accordingly,
the Company began accruing a $0.2 million bonus payable upon the achievement of the milestone and accelerated
the stock compensation charge associated with 100,000 shares of restricted common stock. In the first quarter of
2004 this milestone was achieved and subsequently the cash bonus was paid and the restrictions on the stock were
released and issued. In the third quarter of 2004 the Company determined that a second product-based milestone
will likely be achieved in 2005 and, accordingly, the Company began accruing a $0.3 million bonus payable upon
the achievement of the milestone and accelerated the stock compensation charge associated with 150,000 shares of
restricted common stock.

On January 28, 2004, the Company announced the hiring of Donald F. Detampel, Jr. as president and chief
executive officer. Simultaneously with the commencement of Mr. Detampel’s employment, the Company issued a
stock option grant to Mr. Detampel for 2,000,000 shares of common stock with an exercise price of $3.28 per share.
The Company also issued 275,000 shares of restricted stock to Mr. Detampel which vest as follows: 50,000 shares
were immediately vested, 100,000 shares vest after the completion of 24 months of continuous service and 125,000
shares vest after the completion of 37 months of continuous service. The value of the restricted stock was $3.30 per
share and the Company recorded $0.9 million in deferred stock-based compensation expense in January 2004, which
is being amortized as an expense over the applicable vesting period. On August 20, 2004, this agreement was
amended to include acceleration of all unvested shares of restricted stock in the event of a change in control of the
Company as defined in the agreement. If a change in control was to occur, an additional stock-based compensation
charge of $1.48 per share would be incurred on all shares to which the vesting acceleration applies.
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Stock option activity in the Company’s 2000 Equity Incentive Plan during 2002, 2003 and 2004 was as
follows:

Number of  Weighted-average

Shares exercise price
Balance at January 1, 2002, ......cooooieoiniiiiii et et 7,593,578 $3.33
Granted at fAIr VAIIE .......coooiviiiieis ettt 2,359,086 3.53
EXETCISEU ettt et e et eesse s e s se et e n e et e entesane s (482,172) 1.44
CanCeIlEd ... oo b e (1.241.225) 4.06
Balance at December 31, 2002, ......ccovoiiiiiiiiee et 8,229,267 3.39
Granted at fair VAIUE ........cooiviiiiei ettt 2,143,450 2.33
EXEICISEA ...eiivitieie ettt ettt ettt sabesr et enns (292,929) 1.47
CanCelled . ..c.ooiiiiii ettt e et eabe s (1.013.901) 442
Balance at December 31, 2003, ...ttt n e 9,065,887 3.09
Granted at faIr VAIUE ....c..ooovieiiiiieiec e e evr et see e e s e 1,376,545 2.22
Granted at greater than fair Valle ........occcoeeerieieenic e 2,000,000 3.28
EXETCISEA ..o ettt ettt st bbb s e (283,816) 1.00
CanCelled ......ocuiiiiiii e e (774.862) 3.25
Balance at December 31, 2004 ........ooiiiiiiiieeeeee ettt 11,383,754 3.06

The following table summarizes information about stock options outstanding under the Company’s 2000
Equity Incentive Plan at December 31, 2004:

Options outstanding Options Exercisable
Weighted
average
remaining Weighted Number Weighted
Range of Number contractual average of average
exercise prices outstanding life exercise price Options exercise price
$0.15—1.63 1,942,540 6.0 $1.18 1,755,188 $1.15
1.64 —2.56 2,746,707 7.7 2.13 1,558,635 2.28
2.57—3.17 2,016,304 8.1 2.73 972,095 2.75
3.28—3.35 2,062,975 9.0 3.28 56,915 3.34
3.49 — 10.80 2.615.228 6.5 5.52 2,251,163 5.80
11,383,754 7.5 3.06 6,593,996 3.26

In addition, the Company has sold or granted to employees, directors and consultants for services rendered
an aggregate of 1,453,399 shares of common stock through stock grants under the plan at prices and values ranging
from $0.15 to $10.80 per share. This amount includes the 550,000 shares granted pursuant to the Executive
Performance-Based Compensation Arrangement and the 275,000 shares granted to Mr. Detampel.

In 2002 the Company modified stock option grants for two departing members of its board of directors.
The Company accelerated the vesting on 97,225 options, which had a weighted average exercise price of $3.19. The
Company also extended the time period permitted to exercise these options and certain options that were fully vested
to one year. 140,000 options were affected by the additional time period permitted to exercise and the weighted
average exercise price of those options was $2.73. The Company recorded compensation charges of $36,000 based
on the intrinsic value of the stock option grants at the date of modification.

In 2003 the Company modified stock option grants for a departing member of its board of directors. The
Company accelerated the vesting on 42,223 options, which had a weighted average exercise price of $3.22. The
Company also extended the time period permitted to exercise these options and certain options that were fully vested
to one year. 86,666 options were affected by the additional time period permitted to exercise and the weighted
average exercise price of those options was $2.54. The Company recorded compensation charges of $22,600 based
on the intrinsic value of the stock option grants at the date of modification.
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Pursuant to the Company’s acquisition of Contigo Software, Inc. in June 2000, the Company assumed
certain stock option plans and the outstanding stock options of Contigo (“assumed plans™). Stock options under the
assumed plans have been converted into the Company’s stock options and adjusted to reflect the conversion ratio as
specified by the applicable acquisition agreement, but are otherwise administered in accordance with the terms of
the assumed plans. Stock options under the assumed plans generally vest over three years and expire ten years from
date of grant. No additional stock options are expected to be granted under the assumed plans. 7,814 shares were
exercised in the assumed plans during the year ended December 31, 2004 and 162,020 options remain outstanding.

Stock option activity in the assumed plans during 2002, 2003 and 2004 was as follows:

Number of  Weighted-average

Shares exercise price
Balance at January 1, 2002, ......c.oov oottt et 578,335 $2.42
EXBICISEA ...ttt ettt ekt ekttt b (341,221) 1.77
CANCEIIBA. ... et ettt et a e, (57.317) 3.79
Balance at December 31, 2002, ....c.oiiiiiiiiiiee et 179,797 3.21
EXEICISEA ..cvveiiviciiece ettt ettt ettt e e s e s ettt e et enne et (9,963) 0.45
CanCEIIEA .....oeiviii et r et -- --
Balance at December 31, 2003, ..ot e s e e v e e e, 169,834 3.37
EXEICISEA ..o veiriiiieit ettt ettt et b e ettt e bt e et e esaares (7,814) 0.45
CaANCEIIEA oottt e e ebe et -- --
Balance at December 31, 2004 . ..ottt e s reae e 162,020 3.51

The following table summarizes information about stock options outstanding under the Company’s
assumed plans at December 31, 2004:

Options outstanding _Options Exercisable
Weighted
average Weighted Weighted
Range of Number remaining average Number of average
exercise prices cutstanding contractual life exercise price Options exercise price

$0.72 —2.72 41,706 4.1 $1.31 41,706 $1.31
392 100,563 5.1 3.92 100,563 3.92
6.08 19.751 5.2 6.08 19,751 6.08
162,020 4.8 3.51 162,020 3.51

(b) Employee Stock Purchase Plan

In February 2000, the board of directors adopted the 2000 Employee Stock Purchase Plan (“ESPP”). The
ESPP allows participating employees to purchase shares of common stock at a 15% discount from the market value
of the stock as determined on specific dates at six-month intervals. Under the Plan, up to an aggregate of 6,008,148
shares of common stock are available for issuance, including shares reserved pursuant to the Plan’s evergreen
provisions. During 2001 employees purchased an aggregate of 291,704 shares at an average price of $1.01 per share.
During 2002 employees purchased an aggregate of 745,140 shares at an average price of $0.765 per share. During
2003 employees purchased an aggregate of 960,146 shares at an average price of $0.84 per share. In February and
August 2004 employees purchased an aggregate of 281,752 shares and 302,625 shares, respectively, at an average
price of $1.99 per share and $1.16 per share, respectively. At December 31, 2004, 3,426,781 shares were reserved
for future issuance. At December 31, 2004 approximately $467,000 in payroll deductions were withheld from
employees for future purchases under the plan. On February 15, 2005 employees purchased 512,118 shares at an
average price of $1.11 per share. The ESPP is a qualified plan under the applicable section of the Internal Revenue
Code and a non-compensatory plan pursuant to Accounting Principles Board (APB) 25 accordingly; no
compensation expense has been recognized for purchases under the plan. The fair value of each purchase right is
estimated, for disclosure purposes, on the date of grant using the Black-Scholes option pricing model with the
following assumptions for 2004, 2003 and 2002, respectively: no dividends; an expected life of six months;
expected volatility of 165%, 145% and 154%, respectively; and a risk-free interest rate of 3.41%, 4.15% and 4.56%,
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respectively. The weighted-average fair value of the right to purchase those shares in 2004, 2003 and 2002 was
$1.07, $0.96 and $0.72, respectively.

(¢) Stock Purchase Warrants

In January 1999, in connection with obtaining a $3.0 million loan, the Company issued warrants to
purchase 86,538 shares of Series C preferred stock. The warrants were exercisable at $1.04 per share. Upon
completion of the Company’s initial public offering on July 28, 2000, the warrants, which expire on July 24, 2003,
were converted into warrants to purchase 57,692 shares of common stock at $1.56 per share. The fair value of the
warrants was $75,000, as determined using the Black-Scholes option pricing model with the following assumptions:
no expected dividends, 75% volatility, risk-free interest rate of 6% and a term of 10 years. The fair value of the
warrants was included in interest expense over the term of the agreement. In January 2003, one of the warrant
holders notified the Company of its intent to utilize the net exercise feature of this warrant. Accordingly, the warrant
holder utilized 50,769 shares of the warrant and the Company issued 28,176 shares of common stock.

In June 2000, the Company issued a warrant to purchase 10,000 shares of common stock. The warrant is
exercisable at $8.00 per share and expires on June 30, 2005. The warrant was in exchange for certain marketing
costs and was expensed as sales and marketing costs at the grant date. The warrant became exercisable on July 24,
2000, and is not contingent on counterparty performance. The fair value of the warrant was $89,000 as determined
using the Black-Scholes option pricing model with the following assumptions: no expected dividends, 75%
volatility, risk-free interest rate of 6.5% and a term of five years.

At December 31, 2004, the Company had total warrants outstanding to purchase 19,727 shares of common
stock at a weighted-average exercise price of $4.82 per share. At December 31, 2003 and 2002, the Company had
total warrants outstanding to purchase 29,744 and 652,790 shares of common stock at a weighted-average exercise
price of $4.72 and $7.35, respectively.

(d) Stock Repurchase Program

On August 31, 2004 the Company’s board of directors approved the repurchase of up to $5,000,000 of
common stock over twelve months, unless modified by the Company’s board, which the Company announced in a
press release on September 8, 2004. These repurchases may be made from time to time in open market purchases at
prevailing market prices, in negotiated transactions off the market, or pursuant to a 10b5-1 plan. The Company did
not repurchase any shares of common stock in 2004.

(8) COMMITMENTS AND CONTINGENCIES

(a) Operating Leases

The Company leases office facilities under operating lease agreements that expire through 2009. Two of
the office facilities are leased from entities that are controlled by a former executive officer or current director of the
Company. Rent expense related to related party leases was $1,103,994, $1,053,324 and $1,033,953 for the years

ended December 31, 2004, 2003 and 2002, respectively. Future minimum lease payments are as follows (in
thousands):
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Portion
attributable

to related
Total parties

2005, e ettt bbb s s b s s s $ 2,026 $ 900
2006. ..ottt e et r et 1,064 921
2007, ettt ettt kb e ettt bbb st et 882 844
2008, ..ottt ettt eh et b e ettt b e b s b sas s e s nenreees 818 818
2009, .. e bbbt b e bt ee et eaes 630 630
Total future minimum 1€ase PaYMENtS........c..ccviecvrrorrieriieiiie e § 5420 §$4113

Total rent expense for the years ended December 31, 2004, 2003, and 2002 was $1,356,819, $1,439,561,
and $1,377,057, respectively. As part of the restructuring described in note 10 the Company has subleased all closed
facilities, each of which has leases that expires at various dates. Future minimum sublease receivables for the
subleased facilities, as of December 31, 2004, approximate $0.7 million that will be received through September
2005. The future minimum sublease receivables have been factored into any adjustments the Company has made to
the restructuring reserve for each specific office.

(b) Purchase Commitments

The Company has commitments for bandwidth usage and telephony services with various service
providers. The total commitment as of December 31, 2004 was approximately $8.2 million to be expended through
2006. Commitments for bandwidth usage and telephony services for each of the years subsequent to December 31,
2004 are as follows (in thousands): 2005—8$7,545; 2006—8$629. Some of these agreements may be amended to
either increase or decrease the minimum commitments during the life of the contract.

In September 2003, the Company entered into an agreement with its primary conferencing bridge supplier,
Voyant Technologies, subsequently acquired by Polycom, pursuant to which it made a commitment to purchase a
certain amount of conferencing bridges through December 2005. This commitment was contingent on certain VolP
technology functionality being made available in the equipment by May 12, 2004, which did not occur. As a result,
management notified Voyant Technologies that the Company has terminated the remaining purchase commitment,
as well as the agreement for material breach. Voyant Technologies has disputed this position, threatened litigation
and may seek to recover the alleged $6.1 million remaining contractual commitment plus damages.

“(c) Employment Contracts

In February 2003 the Company’s board of directors approved an Executive Performance-Based
Compensation Arrangement. Pursuant to this arrangement, at December 31, 2004, $3.1 million of cash
compensation, net of the cancellation below, will become payable in the future upon the achievement of certain
financial or product-based milestones or, in the board’s discretion, upon a change in control of the Company. $0.3
million relates to product-based milestones that must be achieved before February 19, 2006. $2.8 million relates to
financial milestones that must be achieved before February 19, 2007. In March 2004, a product-based milestone was
achieved and accordingly, the Company paid $0.2 million pursuant to this commitment and accelerated the vesting
on 100,000 shares of common stock.

In October 2003 the Company entered into a separation agreement with its former president and chief
executive officer to terminate his employment as of December 31, 2003. Pursuant to the terms of the separation
agreement, the Company recognized approximately $0.6 million in the fourth quarter of 2003 related to severance
costs. In addition, 200,000 shares of common stock associated with the Executive Performance-Based
Compensation Arrangement were subject to forfeiture and were cancelled as of December 31, 2003, which triggered
the reversal of the deferred portion of his restricted stock grant compensation expense in the amount of $0.3 million.
In addition, the cash compensation commitment to this former officer was terminated as of December 31, 2003.

In January 2004, the Company entered into an employment agreement with its new president and chief
executive officer. The agreement continues until terminated by either the executive or the Company, and provides
for a termination payment under certain circumstances. The maximum amount payable upon termination pursuant to
the agreement is $0.3 million.
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In addition, the Company has a letter agreement with three of its executive officers, which would require
the Company to pay $0.3 million if the executive officers were terminated under certain conditions set forth in the
agreement.

(d) Severance Commitments

In June 2004, the Company entered into a separation agreement with its former Senior Vice President of
Sales pursuant to which the Company recognized approximately $0.1 million in the second quarter of 2004 related
to severance costs. Such amount is included in sales and marketing expenses in the accompanying consolidated
statement of operations. In addition, the Company recorded a stock compensation charge of $0.9 million related to
the unrecognized deferred stock-based compensation in connection with the release from escrow of certain shares of
restricted stock associated with the acquisition of InterAct Conferencing, LLC in April 2002.

In October 2003, the Company entered into a separation agreement with its former president and chief
executive officer pursuant to which the Company recognized approximately $0.6 million in the fourth quarter of
2003 related to severance costs. The unpaid severance commitment at December 31, 2004 is $0.3 million.

(e) Legal and Tax Contingenices

On May 17, 2004, a complaint was filed against the Company by iTalk, LLC in the District Court of
Boulder County, Colorado alleging breach of contract and unjust enrichment, seeking damages and injunctive relief.
On June 30, 2004, the Company filed a motion to dismiss the claims for failure to state a claim upon which relief
can be granted. On July 29, 2004, iTalk filed a response, opposing such motion. On August 24, 2004, the Company
filed a reply in support of its motion to dismiss. On September 24, 2004, the court denied the motion to dismiss. On
October 4, 2004, the Company answered iTalk’s complaint. On December 10, 2004 the Court set a 5-day jury trial
starting August 29, 2005. Raindance disputes plaintiff’s claims and intends to defend against them vigorously. No
accrual has been made for this contingency in the accompanying financial statements as of December 31, 2004.

In addition, from time to time, the Company has been subject to legal proceedings and claims in the
ordinary course of business. Any claims, even if not meritorious, could result in the expenditure of significant
financial and managerial resources. The Company is not aware of any legal proceedings or claims that it believes
will have, individually or in the aggregate, a material adverse effect on its business.

The Company is involved in tax proceedings in the ordinary course of business. The Company periodically
assesses its liabilities and contingencies in connection with these matters based upon the latest information available.
For those matters where it is probable that the Company has incurred a loss and the loss or range of loss can be
reasonably estimated, it has recorded reserves in the financial statements. In other instances, the Company is unable to
make a reasonable estimate of any liability because of the uncertainty related to both the probable outcome and amount
or range of loss. As additional information becomes available, the Company adjusts its assessments,

The Company is currently undergoing a sales tax audit by the Commonwealth of Massachusetts,
Department of Revenue. The Company currently does not collect sales or other taxes on the sale of its services. The
Company may be required to pay sales or other taxes on past sales of services and may be unable to collect sales or
other taxes for past sales of services to customers and, therefore would have to pay such taxes out of its own funds.
The Commonwealth of Massachusetts, Department of Revenue has assessed the Company sales tax from April 1999
through May 2004. The Company disagrees with the position of the Department of Revenue and has filed a formal
protest to the assessment. No provision has been made in the financial statements for the proposed tax, interest and
penalty because the ultimate liability, if any, cannot be reasonably estimated. The assessment including tax, interest
and penalties approximates $0.2 million.

(9) EMPLOYEE BENEFIT PLAN

The Company sponsors a defined contribution 401(k) plan that allows eligible employees to contribute up
to 15% of their compensation up to the maximum allowable amount under the Internal Revenue Code. The
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Company did not make a discretionary employer matching or profit sharing contribution to the plan in 2004, 2003 or
2002.

(10) RESTRUCTURING RESERVES

The Company’s restructuring activities included workforce reductions, the sale or other disposition of
assets, contract cancellations and the closure of several remote sales offices. In the first and second quarters of 2002,
the Company recorded a restructuring charge of $0.2 and $0.4 million, respectively, to record additional charges

associated with offices that remained vacant while the Company continued its attempts to sublease these facilities.

Restructuring reserves and activity for 2002, 2003 and 2004 are detailed below (in thousands):

Restructuring
Reserve Balance Reserve Reserve Balance
January 1, 2002 Adjustments Payments December 31, 2002
Lease obligations, net of estimated
Sublease INCOME ...........cvvevvireeereeriieenan 3 1,576 ) 584 §  (1.135) $ 1,025
Restructuring
Reserve Balance Reserve Reserve Balance
January 1, 2003 Adjustments Payments December 31, 2003
Lease obligations, net of estimated
SUblease INCOME ....vvvvvveereiei e, $ 1,025 $ -~ $ (560) $ 4635
Restructuring
Reserve Balance Reserve Reserve Balance
January 1, 2004 Adjustments Payments December 31, 2004
Lease obligations, net of estimated
sublease INCOME .....c.ccooevvveeveiiiereirnan, b 465 $ -~ 3 (277) $ 188

At December 31, 2004, the Company’s restructuring reserves totaled $0.2 million, all of which is current
and solely relates to lease costs, which will be relieved as payments are made. The Company has adjusted its
restructuring reserves in the past based on what it believed would be the most probable outcome. The actual cost
savings that the Company anticipated as a result of this restructuring effort have been realized, with the exception of
the restructuring costs associated with the closure of remote sales facilities. Due to the real estate market that
existed, it took the Company longer than expected to sublease or otherwise terminate its lease obligations in certain
cities. The Company will continue to monitor and adjust, as warranted, its restructuring reserve associated with
remote sales facilities based on current facts and circumstances. At December 31, 2004, all facilities subject to the
restructuring and included in the restructuring reserve have been subleased. However, the Company may be
required to record additional restructuring charges on certain subleased offices if subtenants default on these
commitments. Future minimum sublease receivables for all subleased facilities, as of December 31, 2004,
approximate $0.7 million, which are scheduled to be received through September 2005.

(11) ASSET IMPAIRMENT CHARGES

In the fourth quarter of 2002, the Company identified, and removed from service, equipment that was no
longer required or had become obsolete. The asset write-offs were determined under the long-lived assets to be
disposed of by sale model. The Company completed the sale and disposal of the assets in 2003. In connection with the
plan of disposal, the carrying amount of the assets exceeded the fair value of the assets less cost to sell, and as a result,
the Company recorded an impairment loss of $0.2 million in the fourth quarter of 2002.

In the third quarter of 2001 the board of directors of Evoke Communications Europe unanimously approved a
plan of liquidation and dissolution and, as a result, Evoke Communications Europe has been liquidated and its
operations have ceased. In the fourth quarter of 2002, the Company recorded a reversal of $0.1 million based upon
revised estimates of the cash to be received upon complete dissolution and liquidation of Evoke Communications
Europe. The dissolution and liquidation was completed in the third quarter of 2004.
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(12) RELATED PARTY TRANSACTIONS

In the third quarter of 2003 the Company sold a software license to the Company’s primary hardware
vendor (Voyant Technologies, Inc., subsequently acquired by Polycom) in the amount of $4.0 million, $1.1 million
of which was recognized as revenue in the third quarter of 2003 and $2.9 million of which was recognized as
revenue in the fourth quarter of 2003. The Company also entered into an agreement with the same vendor to
purchase approximately $10.3 million in equipment to be expended through December 31, 2005. At the time of the
transaction the vendor was a privately held company and shared a common board member with the Company. On
January 6, 2004, Polycom, Inc., a publicly traded company, acquired Voyant Technologies, Inc. and the common
board member relationship ceased. The Company terminated the purchase commitment and the agreement for
material breach, which Polycom disputes.

_ For the years ended December 31, 2004, 2003, and 2002, the Company paid consulting fees and
commissions in the amount of $0.3 million, $0.2 million, and $0.1 million respectively, to 2Com Communications,
LLC, an entity controlled by the brother-in-law of the Company’s current chairman of the board and former
president and chief executive officer.

(13) SIGNIFICANT CUSTOMERS AND SUPPLIERS

A significant concentration is represented by sales or accounts receivable equal to or greater than 10% of
the Company’s total sales or accounts receivable for the year. For the year ended December 31, 2004 the Company
did not have any significant concentrations with respect to sales, however, the Company had a receivable, all of
which was current, due from Qwest Communications International, Inc. of $1.2 million or 11.6% of the Company’s
total accounts receivable balance at December 31, 2004. For the year ended December 31, 2003, the Company did
not have significant concentrations with respect to either sales or accounts receivable. In 2002, Qwest
Communications International, Inc. (Qwest) accounted for 14.3% of total revenue. The receivable due from Qwest
at December 31, 2002, all of which was current, was approximately $2.5 million or 25.2% of the Company’s total
accounts receivable balance.

The Company purchases audio conferencing bridges from a single supplier, Voyant/Polycom. See note 12.
In 2004, 2003, and 2002, the Company purchased $1.1 million, $5.7 million, and $3.6 million, respectively, in
equipment and services from this supplier.

(14) VALUATION AND QUALIFYING ACCOUNTS

Valuation and qualifying accounts for each of the years in the three-year period ended December 31, 2004
is detailed below (in thousands):

Balance at Balance at
beginning of end of
Description year Additions  Deductions year
Year ended December 31, 2004:
Allowances deducted from asset accounts:
Allowance for doubtful accounts...........c.ccocvvvvveereinninnceenen, $300 181 (171) 310
Deferred tax asset valuation allowance. ........c.c.ocoovveeiiiiiiee 46,993 2,143 — 49,136
Year ended December 31, 2003:
Allowances deducted from asset accounts:
Allowance for doubtful aCCOUNTS......covivveevriiccniiie e $850 371 (921) 300
- Deferred tax asset valuation allowance. ............ccooeveviieiniiennen. 48,228 — (1,239 46,993
Year ended December 31, 2002:
Allowances deducted from asset accounts:
Allowance for doubtful accounts..........o.cecvvcviriecerinicnnnisrennae 775 464 (389) 850
Deferred tax asset valuation allowance. ............cococevvecveveerennrenen. 46,927 1,301 — 48,228
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(1S) SUBSEQUENT EVENTS

On January 24, 2005 the Compensation Committee of the board of directors of Raindance
Communications, Inc. approved the grant of 348,000 shares of restricted common stock to certain executive officers
and key employees. The awards will generally vest in equal quarterly installments over a four-year period with the
first quarterly installment vesting on March 31, 2005. These grants resulted in a deferred stock-based compensation
charge of $0.8 million to be recognized as stock-based compensation expense ratably over a four-year period.
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EXHIBIT 23.1

Consent of Independent Registered Public Accounting Firm

The Board of Directors
Raindance Communications, Inc.:

We consent to incorporation by reference in the registration statements on Forms S-8 (Nos. 333-44348 and
333-82266) and Form S-3 (No. 333-88734) of Raindance Communications, Inc. of our reports dated March 14,
2005, with respect to the consolidated balance sheets of Raindance Communications, Inc. and subsidiary as of
December 31, 2004 and 2003, and the related consolidated statements of operations, stockholders’ equity and
comprehensive income (loss), and cash flows for each of the years in the three-year period ended December 31,
2004, management’s assessment of the effectiveness of internal control over financial reporting as of December 31,
2004, and the effectiveness of internal control over financial reporting as of December 31, 2004, which reports
appear in the December 31, 2004 Annual Report on Form 10-K of Raindance Communications, Inc.

KPMG LLP

Boulder, Colorado
March 14, 2005




EXHIBIT 31.1

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Donald F. Detampel, Jr., certify that:
1. T have reviewed this annual report on Form 10-K of Raindance Communications, Inc.;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were made,
not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this annual report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles;

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by
this annual report based on such evaluation; and

d) Disclosed in this annual report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s fourth fiscal quarter that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent function):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and
report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

Date: March 15, 2005

/s/ Donald F. Detampel, Jr.
Donald F. Detampel, Jr.
Chief Executive Officer and President




EXHIBIT 31.2

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Nicholas J. Cuccaro, certify that:
1. I have reviewed this annual report on Form 10-K of Raindance Communications, Inc.;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual report,
fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as
of, and for, the periods presented in this annual report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registrant, including
its consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this report is being prepared,

b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

c¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the
period covered by this annual report based on such evaluation; and

d) Disclosed in this annual report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s fourth fiscal quarter that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons performing the equivalent function):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: March 15, 2005

/s/ Nicholas J. Cuccaro
Nicholas J. Cuccaro
Chief Financial Officer




EXHIBIT 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Pursuant to Section 906 of the Public Company Accounting Reform and Investor Protection Act of 2002
(18 U.S.C. § 1350, as adopted), Donald F. Detampel, Jr., the Chief Executive Officer and President, and Nicholas J.
Cuccaro, the Chief Financial Officer of Raindance Communications, Inc. (the “Company”), hereby certify that, to
the best of our knowledge:
1. The Company’s Annual Report on Form 10-K for the year ended December 31, 2004, to which this
Certification is attached as Exhibit 32.1 (the “Annual Report™), fully complies with the requirements of Section
13(a) or Section 15(d) of the Securities Exchange Act of 1934, as amended; and
2. The information contained in the Annual Report fairly presents, in all material respects, the financial condition
of the Company at the end of the period covered by the Annual Report and results of operations of the Company for

the periods covered by the Annual Report.

Dated: March 15,2005

/s/ Donald F. Detampel, Jr. /s/ Nicholas J. Cuccaro
Donald F. Detampel, Jr. Nicholas J. Cuccaro
Chief Executive Officer and President Chief Financial Officer

A signed original of this written statement required by Section 906 has been provided to Raindance
Communications, Inc. (the “Company™) and will be retained by the Company and furnished to the Securities and
Exchange Commission (SEC) or its staff upon request. This certification “accompanies” the Form 10-K to which it
relates, is not deemed filed with the SEC and is not to be incorporated by reference into any filing of the Company
under the Securities Act of 1933, as amended, or the Securities Exchange Act of 1934, as amended (whether made
before or after the date of the Form 10-K), irrespective of any general incorporation language contained in such
filing.




Bowrd of Directers
Paul A. Berberian
Chairman of the Board

Kathleen J. Cunningham
Former CFO of Requisite Technology, Inc.

Cary L. Deacon
Executive Officer, Corporate Development,
Navarre Corporation

Donald F. Detampel, Jr.
Chief Executive Officer and President

William J. Elsner
Managing Member of Telecom Partners

Steven C. Halstedt
Co-Founder and General Partner,
Centennial Funds

Patrick J. Lombardi
President, PIL Associates, Inc.

Executive Officers
Donald F. Detampel, Ir.
Chief Executive Officer and President

Nicholas J. Cuccaro
Chief Financial Officer

Todd H.Vernon
Chief Technology Officer

Brian D. Burch
Chief Marketing Officer

Randy A. Atherton
Executive Vice President, Sales

Transfer Agent end Reglstrar et
Wells Fargo Bank Minnesota, N.A.
Shareowner Services

161 North Concord Exchange Street
South St. Paul, MN 55075-1139
800.468.9716

Legal Counsel
Cooley Godward LLP
Broomfield, CO

Independent Reglstered
Public Accounting Firm
KPMG LLP

Boulder, CO

Invester Relations Contact
Silverman Heller Associates
1100 Glendon Avenue, PH-1
Los Angeles, CA 90024
310.208.2550

Annuel Repert en Form 10-K

A copy of Raindance’s Annual Report on
Form 10-K as filed with the Securities and
Exchange Commission (SEC) is available
at www.raindance.com (Investor Center)
or by writing to our Investor Relations
Department at the corporate address
listed below.

Corporate Headquarters
Raindance Communications, inc.
157 Century Drive

Louisville, CO 80027
800.878.7326 toll-free
303.928.2400 direct
303.928.2432 fax




<

S
plreate A e
T Ll S A

e e

SR 20p B

A
i Ly

C-.LOwm

sston ke

> VW VWUV RA N DAN




